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Fax (907) 465- 4928 

SENATE STATE AFFAIRS COMMITTEE 

Official Business 

State Affairs Committee 
Schedule for: February 3 - February 7, 2016 
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REVISED 2/2/16 

+ Thursday, February 4, 2016 - 9:00 am - BUTROVICH - CAP 205 

SB 114-DEPOSITS INTO THE DIVIDEND FUND 
-- Presentation by Sponsor, Senator Lesil McGuire --
-- Testimony <Invitation Only> --

SB 128-PERM. FUND: DEPOSITS; DIVIDEND; EARNINGS 
--Testimony <Invitation Only> --

Presentations: 

Members: 
Sen. John Coghill, Vice Chair 

Sen. Charlie Huggins 
Sen. Lesil McGuire 

Sen. Bill Wielechowski 

• Professor Emeritus Scott Goldsmith, UAA Institute of Social and Economic Research (ISER) 
• Brad Keithley, Alaskans for Sustainable Budgets - "A Way Forward on the Alaska Budgef' 

<Bills Previously Heard/Scheduled> 

• 
+ Thursday, February 4, 2016 - 5:30 pm - BUTROVICH - CAP 205 

SB 128-PERM. FUND: DEPOSITS; DIVIDEND; EARNINGS 
-- Public Testimony --

Initial Statewide Public Testimony* 
*Public testimony limited to 2 minutes 
*Please go to and sign-in at your local LIO 
*Limited number of Off-Net phone lines available. 

--Off-Net Participation arrangements must be made through the chair' s office prior to hearing. 
- Contact Chair's office by phone at 907-465-4958 for approval 

*Public Testimony can be submitted in writing to the following email or fax addresses: 
senate.state.affairs@akleg.gov or Fax to 907-465-4928 
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ALASKA STATE LEGISLATURE 
SENATE STATE AFFAIRS COMMITTEE 

Members: Senator Bill Stoltze, Chair 
State Capitol, Room 125 
Juneau, AK 99801-1182 
Phone (907) 465-4958 
Fax (907) 465- 4928 

Sen. John Coghill, Vice Chair 
Sen. Charlie Huggins 

Sen. Lesil McGuire 
Sen. Bill Wielechowski 

SB 114 

Official Business 

February 4, 2016 
Bill Packet Information 

PERM FUND: EARNINGS, DEPOSITS, ACCOUNTS 
• Sponsor Statement - SS for SB 114 

• Sectional Analysis - Version F 

• SS for SB 114 Version F - Sponsor Substitute Version 
• SB 114 Version W - Initial Version 

• Summary of Changes from Initial Version (From W to F) 

• Backup Documents: 
o Sponsor Presentation to SSTA - 2-4-16 
o FCC Report on SB 161 (11 th Legislature) - Defining royalty, rents, 

percentages, etc. 

• Fiscal Notes: 
o DOR-APFC 01-29-16 (Zero) 
o DOR-PFD 01-28-16 (Zero) 

PRESENTATIONS/ INVITED TESTIMONY (Relating to SB 114 & SB 128) 

• "Accessing Permanent Fund Earnings to Reduce the Fiscal Gap" 
By Professor Emeritus Scott Goldsmith, U AA / ISER 

• "A Way Forward on the Alaska Budget'' 
By Brad Keithley, Keithley Consulting & Alaskans for Sustainable Budgets 

SB 128 PERM. FUND: DEPOSITS; DIVIDEND; EARNINGS 
• Backup Documents: 

o LAW - AG Opinions (Formal & Informal) Regarding the PF & CBR 

<Bills Previously Heard/Scheduled> 
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29th Alaska State Legislature 

Session: 
State Capitol, Room 121 
Juneau, AK 99801 
Phone: (907) 465-2995 
Fax: (907) 465-6592 

Interim: 
716 W 4th Avenue, Room 515 

Anchorage, AK 99501 
Phone: (907) 269-0250 

Fax: (907) 269-0249 

Senator Lesil McGuire 

Senate Bill 114 

Summary of Changes 
SSSB 114 version F to CS to SSSB(STA) version U 

Title Change 

Page l , Line 3-4 
Insert: "; relating to the duties of the commissioner of revenue;" 

• This was done to conform to Section 7. 

Section 3 
AS 37.13.140 
Page 2, Line 21 

Delete: " ... as income is realized and received." 
Insert: " ... excluding unrealized gains or losses ." 

• This language conforms to other statutes regarding the Alaska Permanent Fund 
Corporation, and was done at their suggestion. 

Page 2, Line 23-24 
Delete: " ... on July 1 of each year." 
Insert: " . .. under this subsection, computed annually for each fiscal year, following the 

conclusion of the fiscal year." 

• This change allows for the time consuming calculations by the APFC, and the close-out 
of the fiscal year accounting books. 

Page 2, Lines 25-26 
Insert " ... may not be less than zero" 



Page 2, Line 26 
Delete: "five" 
Insert "four and one half' 

• This changes the Percent of Market Value draw from 5% to 4.5% 

Page 2, Line 27 
Delete "balance of the" 

Page 2, Line 3 7 
Delete "under" 
Insert "in" 

Page 2, Line 28 thru Page 3, Line2 
Delete "preceding five fiscal years including the fiscal year just ended, computed 

annually for each fiscal year in accordance with generally accepted accounting 
principles." 

Insert "for the last five fiscal years immediately preceding the fiscal year just ended, 
reduced by the portion of production taxes and mineral lease rentals, royalties, 
royalty sale proceeds, net profit shares under AS 38.05 . l 80(t) and (g), federal 
mineral revenue sharing payments and bonuses received by the state from mineral 
leases and deposited into the general fund in the fiscal year just ended that 
exceeds $1 ,000,000,000." 

• This change does two things: 

Section 5 

I) It provides a lag year for calculating the amount available for distribution. 
2) It sets a revenue limit on the amount of the POMV draw relative to other oil 

production and royalty revenue. If oil revenue exceeds $1 Billion, the amount 
of the POMV draw from the ERA is reduced proportionality. 

AS 3 l.l 7.145(c) 
Page 3, Lines 13-23 

A new section amending AS 37.13.145(c) 

This section states that the APFC may transfer from the earnings reserve account to the principle 
of the fund an amount sufficient offset inflation. However, it will not be used to increase the 
value of the portion of the principle attributed to the settlement of State v. Amerada Hess. 

This section states that on July 1, the corporation shall make the following calculation to 
determine the amount available to offset inflation: 

The amount available for distribution under AS 37. l 3. l 40(b) multiplied by 4 and 
subtracted from the balance of the earnings reserve. AS 37.13.140(b) is the maximum POMV 
draw (4 .5%). If the earnings reserve account balance is more than four times the maximum 
POMV draw, then the difference can be used to offset inflation in the principle. 



Section 6 
Renumbered from section 5. 

Section 7 
Renumbered from Section 6. 

Page 4, Line 13 

Delete "a new subsection" 
Insert "new subsections" 

Page 4, Lines 14-22 
AS 37.13.1 45 (e) 

Delete " income" 
Insert "subject to legislative appropriat ion, the corporation shall deposit funds" 

Delete "fund ; including the" 

Delete "established under AS 34.13.145 , shall be deposited by the corporation" 

Delete "within 30 days after it is received" 

Delete "determined by the corporation" 
Insert "for that fiscal year" 

Delete "for that" 
Insert "on the last day of a" 

Delete " .if' 
Insert ", if' 

Delete "a" 
Insert "that" 

Delete "fiscal year, on the last day of the" 

The first change clarifies that the POMV withdraw is done by legislative appropriation from the 
earnings reserve account. 
The rest the changes give the APFC flexibility to work with the Department of Revenue for the 
timing of transfers from the earnings reserve account to the general fund. 

Page 4, Line 23- 31 
AS 37.13 .145 (t) and (g) 

New subsections allowing the commissioner of the department of revenue to consult with the 
AFPC Board and make recommendations to adjust the percentages of funds appropriated to the 
dividend. Also, it directs the commissioner to submit an annual report to the legislature 
evaluating the sufficiency of the assets in the earnings reserve account and the amount projected 
for distribution. 



Section 8 
AS 37. l 3.300(c) 
Renumbered from section 7 

Page 5, Line 11 
Delete "income" 
Insert "the amount" 

Section 9 
Renumbered from Section 8 

Section 10 
Renumbered from Section 9 

Section 11 
Renumbered from Section l 0 

Section 12 
Renumbered from Section 11 

Section 13 
Renumbered from Section 12 

Delete "and 3 7 .13 .145( c )" 

AS 37.13.l45(c) is no longer repealed. This is the section that deals with inflation 
proofing. 

Section 14 
Renumbered from Section 13. 

Conforming changes 

Section 15 
Renumbered from Section 14 

Conforming changes. 



AMENDMENT #/ 

OFFERED IN THE SENA TE 

TO: CSSSSB I 14(STA), Draft Version "U" 

1 Page 2, following line 8: 

2 Insert a new bill section to read: 

29-LS0883\U. l 
Gardner 
3/14/16 

BY SENA TOR STOL TZE 

3 "* Sec. 2. AS 37.13.01 O(a), as amended by sec. 1 of this Act, is amended to read: 

4 (a) Under art. IX, sec. 15, of the state constitution, there is established as a 

5 separate fund the Alaska permanent fund. The Alaska permanent fund consists of 

6 (1) 25 percent of all mineral lease rentals, royalties, royalty sale 

7 proceeds, net profit shares under AS 38.05. I 80(t) and (g), and federal mineral revenue 

8 sharing payments received by the state from mineral leases issued on or before 

9 December 1, 1979, and 25 percent of all bonuses received by the state from mineral 

10 leases issued on or before February 15, 1980; 

11 (2) 50 percent of all mineral lease rentals, royalties, royalty sale 

12 proceeds, net profit shares under AS 38.05.180({) and (g), and federal mineral 

13 revenue sharing payments received by the state from mineral leases issued after 

14 December 1, 1979, and 50 percent of all bonuses received by the state from 

15 mineral leases issued after February 15, 1980; and 

16 ill [(2)] any other money appropriated to or otherwise allocated by 

17 law or former law to the Alaska permanent fund." 

18 

19 Renumber the following bill sections accordingly. 

20 

21 Page 3, following line 5: 

22 Insert a new bill section to read: 

23 "* Sec. 5. AS 37.13.140, as amended by sec. 4 of this Act, is amended to read: 

L -1-



29-LS0883\U. I 

Sec. 37.13.140. Income. [(a)] Net income of the fund includes income of the 

2 earnings reserve account established under AS 37.13.145. Net [THE CORPORATION 

3 SHALL DETERMINE THE NET] income of the fund shall be computed annually 

4 as of the last day of the fiscal year in accordance with generally accepted accounting 

5 principles, excluding any unrealized gains or losses. Income [, EXCLUDING 

6 UNREALIZED GAINS OR LOSSES. 

7 (b) THE CORPORATION SHALL DETERMINE THE AMOUNT 

8 AVAILABLE FOR DISTRIBUTION UNDER THIS SUBSECTION, COMPUTED 

9 ANNUALLY FOR EACH FISCAL YEAR, FOLLOWING THE CONCLUSION OF 

10 THE FISCAL YEAR. THE AMOUNT] available for distribution [MAY NOT BE 

11 LESS THAN ZERO AND] equals 21 [FOUR AND ONE HALF] percent of the net 

12 income [AVERAGE MARKET VALUE] of the fund [, INCLUDING THE 

13 EARNINGS RESERVE ACCOUNT ESTABLISHED IN AS 37.13.145,] for the last 

14 five fiscal years, including [IMMEDIATELY PRECEDING] the fiscal year just 

15 ended, but may not exceed net income of the fund for the fiscal year just ended 

16 plus the balance in the earnings reserve account described in AS 37.13.145 

17 [REDUCED BY THE PORTION OF PRODUCTION TAXES AND MINERAL 

18 LEASE RENTALS, ROY AL TIES, ROY AL TY SALE PROCEEDS, NET PROFIT 

19 SHARES UNDER AS 38.05.180(f) AND (g), FEDERAL MINERAL REVENUE 

20 SHARING PAYMENTS, AND BONUSES RECEIVED BY THE STATE FROM 

21 MINERAL LEASES AND DEPOSITED INTO THE GENERAL FUND IN THE 

22 FISCAL YEAR JUST ENDED THAT EXCEEDS $1 ,000,000,000]." 

23 

24 Renumber the following bill sections accordingly. 

25 

26 Page 3, following line 11: 

27 Insert a new bill section to read: 

28 "* Sec. 7. AS 37.13.145(a), as amended by sec. 6 of this Act, is amended to read: 

29 (a) The earnings reserve account is established as a separate account in the 

30 fund. Income [EXCEPT FOR INCOME DEPOSITED INTO THE GENERAL FUND 

31 UNDER (e) OF THIS SECTION, INCOME] from the fund shall be deposited by the 

L -2-



29-LS0883\U. l 

1 corporation into the account as soon as it is received. Money in the account shall be 

2 invested in investments authorized under AS 37.13.120." 

3 

4 Renumber the following bill sections accordingly. 

5 

6 Page 4, following line 2: 

7 Insert a new bill section to read: 

8 "* Sec. 9. AS 37.13.145(c), as amended by sec. 8 of this Act, is amended to read: 

9 (c) after the transfer under (b) of this section, the [THE] corporation shall 

10 [MAY] transfer from the earnings reserve account to the principal of the fund an 

11 amount sufficient to offset the effect of inflation on principal of the fund during that 

12 fiscal year. However, none of the amount transferred shall be applied to increase the 

13 value of that portion of the principal attributed to the settlement of State v. Amerada 

14 Hess, et al. , lJU-77-847 Civ. (Superior Court, First Judicial District) on July 1, 2004. 

15 The [ON JULY 1, THE] corporation shall calculate the amount to transfer to the 

16 principal under this subsection by 

17 (1) computing the average of the monthly United States Consumer 

18 Price Index for all urban consumers for each of the two previous calendar years; 

19 (2) computing the percentage change between the first and second 

20 calendar year average; and 

21 (3) applying that rate to the value of the principal of the fund on 

22 the last day of the fiscal year iust ended, including that portion of the principal 

23 attributed to the settlement of State v. Amerada Hess, et al., lJU-77-847 Civ. 

24 (Superior Court, First Judicial District} [MULTIPLYING THE AMOUNT 

25 AVAILABLE FOR DISTRIBUTION FOR THE PREVIOUS FISCAL YEAR 

26 UNDER AS 37.13.140(b) BY FOUR AND SUBTRACTING THE PRODUCT OF 

27 THAT CALCULATION FROM THE BALANCE OF THE EARNINGS RESERVE 

28 ACCOUNT ON JUNE 30 OF THE PREVIOUS FISCAL YEAR]." 

29 

30 Renumber the following bill sections accordingly. 

31 
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29-LS0883\U. l 

l Page 4, following line 12: 

2 Insert a new bill section to read: 

3 "* Sec. 11. AS 37.13.145(d), as amended by sec. 10 of this Act, is amended to read: 

4 (d) Notwithstanding ill [(e)] of this section, income earned on money 

5 awarded in or received as a result of State v. Amerada Hess, et al. , lJU-77-847 Civ. 

6 (Superior Court, First Judicial District), including settlement, summary judgment, or 

7 adjustment to a royalty-in-kind contract that is tied to the outcome of this case, or 

8 interest earned on the money, or on the earnings of the money shall be treated in the 

9 same manner as other income of the Alaska permanent fund, except that it is not 

10 available for distribution to the dividend fund or for transfers to the principal 

11 [GENERAL FUND] under f£l [(e)] of this section, and shall be annually deposited 

12 into the Alaska capital income fund (AS 37.05.565)." 

13 

14 Renumber the following bill sections accordingly. 

15 

16 Page 4, following line 31 : 

17 Insert a new subsection to read: 

18 "(h) At the end of each fiscal year, the corporation shall transfer from the 

19 earnings reserve account to the dividend fund established under AS 43.23.045, 50 

20 percent of the income available for distribution under AS 37.13.140." 

21 

22 Page 5, following line 4: 

23 Insert a new bill section to read: 

24 "* Sec.14. AS 37.13 .300(c), as amended by sec. 13 of this Act, is amended to read: 

25 (c) Net income from the mental health trust fund may not be included in the 

26 computation of net income [THE AMOUNT] available for distribution under 

27 AS 37.13.140 [AS 37.13 .I40(b)]." 

28 

29 Renumber the following bill sections accordingly. 

30 

31 Page 5, following line 11: 

L -4-
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Insert a new bill section to read: 

2 "* Sec. 16. AS 37.14.03I(c), as amended by sec. 15 of this Act, is amended to read: 

3 (c) The net income of the fund shall be determined [COMPUTED 

4 ANNUALLY] by the Alaska Permanent Fund Corporation in the same manner the 

5 corporation determines the net income of the Alaska Permanent Fund under 

6 AS 37.13.140 (AS OF THE LAST DAY OF THE FISCAL YEAR IN 

7 ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES, 

8 EXCLUDING ANY UNREALIZED GAINS OR LOSSES]." 

9 

IO Renumber the following bill sections accordingly. 

11 

12 Page 6, following line 6: 

13 Insert a new bill section to read: 

14 "* Sec. 18. AS 43.23 .025(a), as amended by sec. 17 of this Act, is amended to read: 

15 (a) By October I of each year, the commissioner shall determine the value of 

16 each permanent fund dividend for that year by 

17 (1) determining the total amount available for dividend payments, 

18 which equals 

19 (A) the amount of income of the Alaska Permanent Fund 

20 transferred [APPROPRIATED] to the dividend fund under AS 37.13.145(h) 

21 [AS 37.13.015] during the current year; 

22 (B) plus the unexpended and unobligated balances of prior 

23 fiscal year appropriations that lapse into the dividend fund under 

24 AS 43.23.045(d); 

25 (C) less the amount necessary to pay prior year dividends from 

26 the dividend fund in the current year under AS 43.23.005(h), 43.23.021 , and 

27 43.23.055(3) and (7); 

28 (D) less the amount necessary to pay dividends from the 

29 dividend fund due to eligible applicants who, as determined by the department, 

30 filed for a previous year's dividend by the filing deadline but who were not 

31 included in a previous year's dividend computation; 

L -5-



29-LS0883\U .1 

(E) less appropriations from the dividend fund during the 

2 current year, including amounts to pay costs of administering the dividend 

3 program and the hold harmless provisions of AS 43.23.075; 

4 (2) determining the number of individuals eligible to receive a 

5 dividend payment for the current year and the number of estates and successors 

6 eligible to receive a dividend payment for the current year under AS 43.23.005(h); and 

7 (3) dividing the amount determined under (1) of this subsection by the 

8 amount determined under (2) of this subsection." 

9 

l O Renumber the following bill sections accordingly. 

11 

12 Page 6, following line 18: 

13 Insert a new bill section to read: 

14 "* Sec. 21. AS 43.23 .045(d), as amended by sec. 20 of this Act, is amended to read: 

15 ( d) Unless specified otherwise in an appropriation act, the unexpended and 

16 unobligated balance of an appropriation to implement this chapter lapses into the 

17 dividend fund on June 30 of the fiscal year for which the appropriation was made and 

18 shall [MAY] be used in determining the amount of and paying the subsequent year's 

19 dividend as provided in AS 43.23.025(a)(l)(B)." 

20 

21 Renumber the following bill sections accordingly. 

22 

23 Page 6, following line 19: 

24 Insert a new bill section to read: 

25 "* Sec. 23. AS 37.13.015, 37.13.145(e), 37.13.145(f), 37.13 .145(g); and AS 43 .23.025(c) 

26 are repealed July 1, 2018." 

27 

28 Renumber the following bill sections accordingly. 

29 

30 Page 6, line 22: 

31 Delete "sec. 1 O" 
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Insert "sec. 17" 

2 

3 Page 6, line 23: 

4 Delete "sec. 11" 

5 Insert "sec. 19" 

6 

7 Page 6, lines 23 - 24: 

8 Delete "sec. 12" 

9 Insert "sec. 20" 

10 

11 Page 6, line 26: 

12 Delete "sec. 10 - 12" 

13 Insert "secs. 17, 19, and 20" 

14 

15 Page 6, following line 30: 

16 Insert a new bill section to read: 

17 "* Sec. 25. The uncodified law of the State of Alaska is amended by adding a new section to 

18 read: 

19 TRANSITION. (a) Notwithstanding AS 43.23.025(a), as amended by sec. 18 of this 

20 Act, and AS 43 .23.045(d), as amended by sec. 21 of this Act, the commissioner of revenue 

21 shall determine the value of the permanent fund dividend distributed in 2018 under 

22 AS 37.13.015, AS 43.23.025(a), 43.23.025(c), and 43.23.045(d), as those sections read on the 

23 day before the effective date of secs. 18 and 21 of this Act. 

24 (b) The commissioner of revenue and the Alaska Permanent Fund Corporation may 

25 adopt regulations, policies, and procedures necessary to implement AS 43.23.025(a), as 

26 amended by sec. 18 of this Act, and AS 43.23.045(d), as amended by sec. 21 of this Act. The 

27 regulations, policies, or procedures may not take effect before the effective date of the law 

28 implemented by the regulation, policy, or procedure." 

29 

30 Page 7, lines 2 - 3: 

31 Delete "secs. 1 - 14 of this Act take effect after July 1, 2016, secs. l - 14" 
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Insert "secs. 1, 3, 4, 6, 8, 10, 12(e) - (g), 13, 15, 17, 19, 20, and 24 take effect after 

2 July 1, 2016, secs. 8, 10 12(e)- (g), 13 , 15 , 17, 19, 20, and 24" 

3 

4 Page 7, following line 3: 

5 Insert a new bill section to read: 

6 "* Sec. 27. Sections 2, 5, 7, 9, 11 , 12(h), 14, 16, 18, 21 , and 23 of this Act take effect July 1, 

7 2018." 

8 

9 Renumber the following bill sections accordingly. 

10 

11 Page 7, line 4: 

12 Delete "Sections 14 and 15" 

13 Insert "Sections 24 and 26" 

14 

15 Page7, line5: 

16 Delete "sec. 16" 

17 Insert "secs. 27 and 28" 

L -8-



Conceptual Amendment # 1 
to Amendment #1 

CONCEPTUAL 
AMENDMENT 

OFFERED IN THE SENATE 

STATE AFFAIRS COMMITTEE 

by SENATOR(S): STOLTZE 

TO: Amendment #1 (29-LS0883\U.1 - 3/14/16) to CS for SS for SB 

114(STA) (29-LS0883\ U - 3/14/16) 

The provisions inserted through Amendment #1 which sunset the 

act within two years, shall be altered to reflect a 3 year sunset­
extending the repeal / sunset provisions for one additional year. 

Prepared by the Senate State Affairs Committee 



29-LS0883\U.2 
Gardner 
3/15/16 

Jeri~~~ JI\ 
AMENDMENT # z_ {,4....~e,,J-J:. ') 
/}'OS~s,· 

OFFERED IN THE SENATE !.OGHt/...L, .,;'1c_{;u,'f\e_ 
I 

TO: CSSSSB l 14(STA), Draft Version "U" 

Page 2, lines 9 - 15: 

2 Delete all material and insert: 

3 "* Sec. 2. AS 37.13 is amended by adding a new section to read: 

4 Sec. 37.13.015. Appropriations to the dividend fund. (a) Following the 

5 calculation under AS 3 7 .13 . l 40(b ), the legislature may appropriate to the dividend 

6 fund established in AS 43.23 .045 the following amounts from the following funds: 

7 (1) from the earnings reserve account established in AS 37.13.145, 

8 (A) 15 percent of 21 percent of the sum of the net income of 

9 the fund determined under AS 37.13.140(a) for each ofthe last five fiscal years 

IO including the fiscal year just ended; and 

I I (B) two percent of the market value of the constitutional budget 

12 reserve fund (art. IX, sec. 17, Constitution of the State of Alaska) calculated on 

I 3 the last day of the fiscal year just ended; and 

I 4 (2) from the general fund , 15 percent of the money deposited in the 

15 general fund during the fiscal year just ended from all mineral lease rentals, royalties, 

I 6 royalty sale proceeds, net profit shares under AS 38.05. I 80(f) and (g), federal mineral 

17 revenue sharing payments, and bonuses received by the state from mineral leases. 

18 (b) Nothing in this section creates a dedicated fund ." 

19 

20 Page 2, line 29: 

2 I Delete "the portion" 

22 Insert "an amount equal to 85 percent" 

L -1-
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29-LS0883\U.3 
Kirsch/Gardner 

3/15/ 16 

J?. 40 I(),_~ ~ f-
AMENDMENT ff 2.. 

OFFERED IN THE SENA TE 

TO: CSSSSB 114(STA), Draft Version "U" 

1 Page 2, lines 9 - 15: 

2 Delete all material and insert: 

.80 ::SeAl"'!-roR.cs); Coo t.//1/ 

11 c.G-u, ·re 

3 "* Sec. 2. AS 37.13 is amended by adding a new section to read: 

4 Sec. 37.13.015. Appropriations to the dividend fund. (a) Following the 

5 calculation under AS 37.13.140(b), the legislature may appropriate to the dividend 

6 fund established in AS 43.23.045 the following amounts from the following funds: 

7 ( 1) from the earnings reserve account established in AS 3 7 .13 .145, 

8 (A) 15 percent of 21 percent of the sum of the net income of 

9 the fund determined under AS 37.13.140(a) for each of the last five fiscal years 

IO including the fiscal year just ended; and 

11 (B) two percent of the market value of the constitutional budget 

12 reserve fund (art. IX, sec. 17, Constitution of the State of Alaska) calculated on 

13 the last day of the fiscal year just ended; and 

14 (2) from the general fund, 15 percent of the money deposited in the 

15 general fund during the fiscal year just ended from all mineral lease rentals, royalties, 

16 royalty sale proceeds, net profit shares under AS 38.05.180(f) and (g), federal mineral 

17 revenue sharing payments, and bonuses received by the state from mineral leases. 

18 (b) Nothing in this section creates a dedicated fund." 

19 

20 Page 2, line 29: 

21 Delete "the portion" 

22 Insert "an amount equal to 85 percent" 
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LEGAL SERVICES 
DIVISION OF LEGAL AND RESEARCH SERVICES 

LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA State Capitol 

Juneau, Alaska 99801-1182 
Deliveries to: 129 6th St., Rm. 329 

MEMORANDUM March 16, 2016 

SUBJECT: CSSSSB 114(STA); (Work Order No. 29-LS0883\T) 

TO: Senator Bill Stoltze 
Chair of the Senate State Affairs Committee 
A 

FROM: D 

In preparing CSSSSB 114(ST ); 29-LS0883\T, with Brandon Brefczynski's permission, 
we fixed several technical issues that were in the amendment that was adopted by the 
committee to sunset the legislation. The corrections were in sec. 25 of the bill which is a 
transition section, where we added two bill sections which were inadvertently omitted, 
and in sec. 26 of the bill, which is a retroactivity section, where four bill sections in a 
string citation were omitted. 

I want to advise you of these technical changes that were made to carry out the intent of 
the amendments that were adopted by the committee. 

DDG:dla 
16-291.dla 

Attachment 



(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101 

LEGAL SERVICES 
DIVISION OF LEGAL AND RESEARCH SERVICES 

LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA State Capitol 

Juneau, Alaska 99801-1182 
Deliveries to: 129 6th St., Rm. 329 

MEMORANDUM March 14, 2016 

SUBJECT: 

TO: 

FROM: 

Sunset of amendments to sections addressing appropriations to the 
dividend fund and calculations of the amount available for 
distribution from the earnings reserve 
(CSSB 114(STA); Work Order No. 29-LS0883\U.l) 

Senator Bill Stoltze 
Attn: Brandon Brefczynski 

Lisa Moritz Kirsch 
Assistant Revisor 

We have drafted the amendment you requested which will sunset the changes in SB 114 
in July of 2018. As you know, the sections amended on the initial effective date of this 
bill provide direction for appropriations to the dividend fund, transfers between funds, 
and calculations of the amount available for distribution from the earnings reserve. 

We have provided two transition sections that will allow the permanent fund dividend in 
the initial transition year to be calculated under the law as it exists today and in the sunset 
year to be calculated under the law as amended this year. However, there may be 
additional issues with the timing of calculations of earnings, transfers between funds, and 
appropriations to funds at the time of transition back to the law as it currently exists. 

It may be worthwhile to discuss this issue with the Department of Revenue or the 
Permanent Fund Corporation for their input on the need for any additional transition 
provisions. 

LMK:lem 
16-247.lem 

Attachment 
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Gardner 
3/14/16 

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 114(STA) 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-NINTH LEGISLATURE - SECOND SESSION 

BY THE SENATE STATE AFFAIRS COMMITTEE 

Offered: 
Referred: 

Sponsor(s): SENATOR MCGUIRE 

ABILL 

FOR AN ACT ENTITLED 

1 "An Act relating to the Alaska Permanent Fund Corporation, the earnings of the Alaska 

2 permanent fund, and the earnings reserve account; relating to the mental health trust 

3 fund; relating to deposits into the dividend fund; relating to the duties of the 

4 commissioner of revenue; and providing for an effective date." 

5 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA: 

6 * Section 1. AS 37.13.0lO(a) is amended to read: 

7 (a) Under art. IX, sec. 15, of the state constitution, there is established as a 

8 separate fund the Alaska permanent fund. The Alaska permanent fund consists of 

9 (1) 25 percent of all mineral lease rentals, royalties, royalty sale 

10 proceeds, net profit shares under AS 38.05.180(f) and (g), and federal mineral revenue 

11 sharing payments received by the state from mineral leases [ISSUED ON OR 

12 BEFORE DECEMBER 1, 1979,] and 25 percent of all bonuses received by the state 

13 from mineral leases [ISSUED ON OR BEFORE FEBRUARY 15, 1980; 

14 (2) 50 PERCENT OF ALL MINERAL LEASE RENTALS, 
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ROY AL TIES, ROY AL TY SALE PROCEEDS, NET PROFIT SHARES UNDER 

AS 38.05.180(f) AND (g), AND FEDERAL MINERAL REVENUE SHARING 

PAYMENTS RECEIVED BY THE STATE FROM MINERAL LEASES ISSUED 

AFTER DECEMBER 1, 1979, AND 50 PERCENT OF ALL BONUSES RECEIVED 

BY THE STATE FROM MINERAL LEASES ISSUED AFTER FEBRUARY 15, 

1980]; and 

ill [(3)] any other money appropriated to or otherwise allocated by 

law or former law to the Alaska permanent fund. 

* Sec. 2. AS 37.13 is amended by adding a new section to read: 

Sec. 37.13.015. Appropriations to the dividend fund. The legislature may 

appropriate to the dividend fund established in AS 43 .23 .045, 74.5 percent of all 

mineral lease rentals, royalties, royalty sale proceeds, net profit shares under 

AS 38.05.180(f) and (g), and federal mineral revenue sharing payments received by 

the state from mineral leases and 74.5 percent of all bonuses received by the state from 

mineral leases. Nothing in the section creates a dedicated fund. 

* Sec. 3. AS 37.13.140 is amended to read: 

Sec. 37.13.140. Income. f!l Net income of the fund includes income of the 

earnings reserve account established under AS 37.13.145. The corporation shall 

determine the net [NET] income of the fund [SHALL BE COMPUTED 

ANNUALLY AS OF THE LAST DAY OF THE FISCAL YEAR] in accordance with 

generally accepted accounting principles, excluding unrealized gains or losses. 

(b) The corporation shall determine the amount available for distribution 

under this subsection, computed annually for each fiscal year, following the 

conclusion of the fiscal year. The amount [, EXCLUDING ANY UNREALIZED 

GAINS OR LOSSES. INCOME] available for distribution may not be less than zero 

and equals four and one half [21] percent of the average market value [NET 

INCOME] of the fund, including the earnings reserve account established in 

AS 37.13.145, for the [LAST] five fiscal years immediately preceding [, 

INCLUDING] the fiscal year just ended, reduced by the portion of production 

taxes and mineral lease rentals, royalties, royalty sale proceeds, net profit shares 

under AS 38.05.180(f) and (g), federal mineral revenue sharing payments, and 

CSSSSB 114(STA) -2-
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bonuses received by the state from mineral leases and deposited into the general 

fund in the fiscal year just ended that exceeds $1,000,000,000 [BUT MAY NOT 

EXCEED NET INCOME OF THE FUND FOR THE FISCAL YEAR JUST ENDED 

PLUS THE BALANCE IN THE EARNINGS RESERVE ACCOUNT DESCRIBED 

IN AS 37.13.145). 

* Sec. 4. AS 37.13.145(a) is amended to read: 

(a) The earnings reserve account is established as a separate account in the 

fund. Except for income deposited into the general fund under (e) of this section, 

income [INCOME] from the fund shall be deposited by the corporation into the 

account as soon as it is received. Money in the account shall be invested in 

investments authorized under AS 37.13.120. 

* Sec. 5. AS 37.13.145(c) is amended to read: 

(c) The [AFTER THE TRANSFER UNDER (b) OF THIS SECTION, THE] 

corporation may [SHALL] transfer from the earnings reserve account to the principal 

of the fund an amount [SUFFICIENT] to offset the effect of inflation on principal of 

the fund during that fiscal year. However, none of the amount transferred shall be 

applied to increase the value of that portion of the principal attributed to the settlement 

of State v. Amerada Hess, et al. , lJU-77-847 Civ. (Superior Court, First Judicial 

District) on July 1, 2004. On July 1, the [THE] corporation shall calculate the amount 

to transfer to the principal under this subsection by multiplying the amount available 

for distribution for the previous fiscal year under AS 37.13.140(b) by four and 

subtracting the product of that calculation from the balance of the earnings 

reserve account on June 30 of the previous fiscal year 

[(1) COMPUTING THE AVERAGE OF THE MONTHLY UNITED 

STATES CONSUMER PRICE INDEX FOR ALL URBAN CONSUMERS FOR 

EACH OF THE TWO PREVIOUS CALENDAR YEARS; 

(2) COMPUTING THE PERCENTAGE CHANGE BETWEEN THE 

FIRST AND SECOND CALENDAR YEAR A VERA GE; AND 

(3) APPLYING THAT RATE TO THE VALUE OF THE 

PRINCIPAL OF THE FUND ON THE LAST DAY OF THE FISCAL YEAR JUST 

ENDED, INCLUDING THAT PORTION OF THE PRINCIPAL ATTRIBUTED TO 
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THE SETTLEMENT OF STATE v. AMERADA HESS, ET AL., lJU-77-847 CIV. 

(SUPERIOR COURT, FIRST JUDICIAL DISTRICT)]. 

* Sec. 6. AS 37.13.145(d) is amended to read: 

( d) Notwithstanding !fil [ (b)] of this section, income earned on money 

awarded in or received as a result of State v. Amerada Hess, et al. , lJU-77-847 Civ. 

(Superior Court, First Judicial District), including settlement, summary judgment, or 

adjustment to a royalty-in-kind contract that is tied to the outcome of this case, or 

interest earned on the money, or on the earnings of the money shall be treated in the 

same manner as other income of the Alaska permanent fund, except that it is not 

available for distribution to the dividend fund or for transfers to the general fund 

[PRINCIPAL] under !fil [ ( c)] of this section, and shall be annually deposited into the 

Alaska capital income fund (AS 37.05.565). 

* Sec. 7. AS 37.13.145 is amended by adding new subsections to read: 

(e) Under art. IX, sec. 15, Constitution of the State of Alaska, subject to 

legislative appropriation, the corporation shall deposit funds from the earnings reserve 

account into the general fund until the amount available for distribution for that fiscal 

year under AS 3 7 .13 . l 40(b) has been deposited into the general fund. On the last day 

of a fiscal year, if the actual net income of the fund for that fiscal year is less than the 

amount of income available for distribution under AS 3 7 .13. l 40(b) for that fiscal year, 

the corporation shall deposit into the general fund the amount from the earnings 

reserve account necessary to satisfy the amount of income available for distribution 

for that fiscal year or the balance of the earnings reserve account, whichever is less. 

(f) Each year, on or before January 30, the commissioner of revenue may, 

after consultation with the board, recommend an adjustment to the percentages of 

money appropriated under AS 37.13.015, based on a review of the assets of the fund. 

(g) Each year, on or before January 30, the commissioner of revenue shall 

provide to the legislature a report evaluating the sufficiency of the assets in the 

earnings reserve account and the amount the commissioner projects to be distributed 

under AS 37.I3.140(b). The commissioner shall deliver the report to the senate 

secretary and the chief clerk of the house of representatives and notify the legislature 

that the report is available. 
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* Sec. 8. AS 37.13.300(c) is amended to read: 

( c) Net income from the mental health trust fund may not be included in the 

computation of the amount [NET INCOME] available for distribution under 

AS 37.13.140{b) [AS 37.13.140] . 

* Sec. 9. AS 37.14.031(c) is amended to read: 

(c) The net income of the fund shall be computed annually [DETERMINED] 

by the Alaska Permanent Fund Corporation as of the last day of the fiscal year in 

accordance with generally accepted accounting principles, excluding any 

unrealized gains or losses [IN THE SAME MANNER THE CORPORATION 

DETERMINES THE NET INCOME OF THE ALASKA PERMANENT FUND 

UNDER AS 37.13.140]. 

* Sec. 10. AS 43.23.025(a) is amended to read: 

(a) By October 1 of each year, the commissioner shall determine the value of 

each permanent fund dividend for that year by 

(1) determining the total amount available for dividend payments, 

which equals 

(A) the amount appropriated [OF INCOME OF THE 

ALASKA PERMANENT FUND TRANSFERRED] to the dividend fund 

under AS 37.13.015 [AS 37.13.145(b)] during the current year; 

(B) plus the unexpended and unobligated balances of prior 

fiscal year appropriations that lapse into the dividend fund under 

AS 43 .23.045(d); 

(C) less the amount necessary to pay prior year dividends from 

the dividend fund in the current year under AS 43.23 .005(h), 43.23.021 , and 

43.23 .055(3) and (7); 

(D) less the amount necessary to pay dividends from the 

dividend fund due to eligible applicants who, as determined by the department, 

filed for a previous year's dividend by the filing deadline but who were not 

included in a previous year's dividend computation; 

(E) less appropriations from the dividend fund during the 

current year, including amounts to pay costs of administering the dividend 
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1 program and the hold harmless provisions of AS 43.23.075; 

2 (2) determining the number of individuals eligible to receive a 

3 dividend payment for the current year and the number of estates and successors 

4 eligible to receive a dividend payment for the current year under AS 43.23 .005(h); and 

5 (3) dividing the amount determined under (1) of this subsection by the 

6 amount determined under (2) of this subsection. 

7 * Sec. 11. AS 43.23.025 is amended by adding a new subsection to read: 

8 (c) If the value of each permanent fund dividend calculated under (a) of this 

9 section results in a dividend for each eligible individual that is less than $1 ,000, then 

10 the legislature may appropriate from the earnings reserve account established in 

11 AS 37.13.145 an amount necessary to pay each eligible individual a permanent fund 

12 dividend of $1 ,000. 

13 * Sec. 12. AS 43.23.045(d) is amended to read: 

14 ( d) Unless specified otherwise in an appropriation act, the unexpended and 

15 unobligated balance of an appropriation to implement this chapter lapses into the 

16 dividend fund on June 30 of the fiscal year for which the appropriation was made and 

17 may [SHALL] be used in determining the amount of and paying the subsequent year's 

18 dividend as provided in AS 43.23.025(a)(l)(B). 

19 * Sec. 13. AS 37.13.145(b) is repealed. 

20 * Sec. 14. The uncodified law of the State of Alaska is amended by adding a new section to 

21 read: 

22 TRANSITION. (a) Notwithstanding AS 43.23 .025(a), as amended by sec. IO of this 

23 Act, AS 43.23 .025(c), added by sec. 11 of this Act, and AS 43.23.045(d), as amended by sec. 

24 12 of this Act, the commissioner of revenue shall determine the value of each permanent fund 

25 dividend for the 2016 dividend year under AS 43.23.025 and 43.23.045(d), as those sections 

26 read on the day before the effective date of secs. 10 - 12 of this Act. 

27 (b) The commissioner of revenue and the Alaska Permanent Fund Corporation may 

28 adopt regulations, policies, and procedures necessary to implement this Act. The regulations, 

29 policies, or procedures may not take effect before the effective date of the law implemented 

30 by the regulation, policy, or procedure. 

31 * Sec. 15. The uncodified law of the State of Alaska is amended by adding a new section to 

CSSSSB 114(STA) -6-
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1 read: 

2 RETROACTNITY. If secs. 1 - 14 of this Act take effect after July 1, 2016, secs. 1 -

3 14 of this Act are retroactive to July 1, 2016. 

4 * Sec. 16. Sections 14 and 15 of this Act take effect immediately under AS Ol.10.070(c). 

5 * Sec. 17. Except as provided in sec. 16 of this Act, this Act takes effect July 1, 2016. 
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29th Alaska State Legislature 

Session: 
State Capitol, Room 121 
Juneau, AK 99801 
Phone: (907) 465-2995 
Fax: (907) 465-6592 

Interim: 
716 W 4th Avenue, Room 515 

Anchorage, AK 99501 
Phone: (907) 269-0250 

Fax: (907) 269-0249 

Senator Lesil McGuire 

Sponsor Statement 
Sponsor Substitute for Senate Bill 114 

"An act relating to the Alaska Permanent Fund Corporation, the earnings of the Alaska 
permanent fund, and the earnings reserve account; relating to the mental health trust fund; 
relating to deposits into the dividend fund,· and providing for an effective date." 

The legislature is often confronted with the hardest decisions to make, and as leaders, this cannot 
be avoided . In tough budget times, we must ensure that the state is on solid financial footing. 
That is why I am proposing a long-term solution to the state's vulnerability to volatile oil prices, 
Sponsor Substitute for Senate Bill 114. 

SS for SB 114 will not, by itself, solve the entire budget deficit, but it will get us at least half of 
the way there and provide for a degree of stability, all while maintaining downward pressure on 
spending. This bill changes where the funds for the Dividend come from and what funds are 
available for government services. It is not a raid on the Permanent Fund, and it would reduce 
the need for new taxes. 

Currently, 30% of all royalties and rents from oil and gas go into the Permanent Fund, and 0.5% 
goes into the School Trust Fund. This leaves 69.5% of all royalties to go into the General Fund. 

SS for SB 114 proposes to revert to the constitutionally mandated 25% of royalties to deposit 
in o the Permanent Fund and to shift the rl!maining 74.5% to the Dividend Fund. The Dividend 
would then be decoupled from the Permanent Fund, and a guarantee that the Dividend will not 
fall below $1 ,000 would be in place. For 2016 the Dividend would be unaffected and remain 
above $2,000. 

Instead of royalties the General Fund would utilize a portion of the Permanent Fund: 5% of the 
total value of the fund would be deposited into the General Fund. This would result in a net 
increase of nearly $2 Billion to the General Fund, significantly closing the fiscal gap. 

This bill does three things that are important: it protects the Permanent Fund, ensures a Dividend, 
and cuts the deficit in half. This model provides stability to the budget, and allows Alaska' s vast 
endowment to work in smart ways for us. 

It is for these reasons that I have introduced SB 114, and I humbly ask for your support. 



29th Alaska State Legislature 

Session : 
State Capitol , Room 121 
Juneau , AK 99801 
Phone: (907) 465-2995 
Fax: (907) 465-6592 

Interim: 
716 W 4th Avenue, Room 515 

Anchorage , AK 99501 
Phone: (907) 269-0250 

Fax: (907) 269-0249 

Senator Lesil McGuire 

SS for SB 114 
"Permeant Fund: Earnings, Deposits and Accounts." 

Section 1. AS 37.13 .0lO(a) 

Sectional Analysis 
29-LS0883\F 

• This section amends AS 37.13.0lO(a) to reduce the share of mineral lease rentals, 
royalties, royalty shale proceeds, net profit shares, federal mineral revenue sharing 
payments, and bonuses received by the state from certain mineral leases contributed to 
the permanent fund from 50 percent to 25 percent. 

o Previously, the contribution rate had been set at 50 percent of mineral lease 
bonuses ( except from the Beaufort Sea, which had been left at 25 percent) and 50 
percent of mineral lease royalties and net profits from the Beaufort Sea and other 
future sales. The rate for Prudhoe Bay had been at 25 percent. 

o The dates listed in sub-sections (1) and (2) carve out the different geographical 
lease sales at the time of the Free Conference Committee Report of the Eleventh 
Alaska State Legislature for the HCS for SB 161, which chose to apply different 
percentages to mineral lease rents, royalties, etc. , from each area. 

o The distinction is that AS 3 7.13.01 O(a)(l) addresses the Prudhoe Bay leases, and 
(a)(2) addresses the Beaufort Sea leases. 

Section 2. AS 37.13.015 
• This section adds a new section that allows the legislature to appropriate 74.5 percent of 

all mineral lease rentals, royalties, royalty sale proceeds, net profit shares, federal mineral 
revenue sharing payments, and bonuses received by the state from mineral leases to the 
dividend fund. 



Section3. AS37.13.140 
• This section deletes references to income available for distribution from the earnings 

reserve account for the purpose of the dividend . 
o Under this proposed bill, the dividend would be decoupled from the permanent 

fund and issued from the dividend fund (section 2) which consists of 74 .5 percent 
of royalties etc .. 

o The dividend would no longer come from the earnings reserve account. 
• ,, 

Para ra h a defines " income" within the Earnin s Reserve Account as "ne inc - -- ___ ___:c..=:.= ==-=---~=-=--'-'-'--"=----'==~--'-'-=-'-'-'---= '-=== ,,,,____,_=='-''--"-''--'-="-"'-"'--'-'-"---""'------'-'--"'-'-''-'-'-=~~- ---

• 
and is determined as the income is realized and received. 
Paragraph (b) modifies the method for determining the funds (amount) available for 
distribution . Under this proposed legislation, five (5) percent of the average market value 
of the Permanent Fund (including the Earnings Reserve Account) for the preceding five 
(5) fiscal years would be available for distribution to the General Fund. 

Section 4. AS 37.13.145(a) 
• This section excludes from the Earnings Reserve Account income deposited to the 

general fund under Section 6. 

Section 5. AS 37.13.145 (d) 
• This section conforms to Sec. 6 and maintains the exception that money received under 

the State v. Amerada Hess case is not available for distribution or transfer to the general 
fund, as provided in Sec. 6 of the bill. 

Section 6. 37.13.145 (e) 
• Adds a new subsection to require the Alaska Permanent Fund Corporation transfer from 

the Earnings Reserve Account to the General Fund the amount available for distribution, 
five (5) percent of the average market value of the permanent fund during the preceding 
five (5) fiscal years within thirty (30) days after it is received. If the amount available for 
transfer is less than the amount, the corporation is required to transfer the lesser of the 
amount needed for distribution or the balance of the Earnings Reserve account to the 
general fund . 

Section 7. AS 37.13.300 (c) 
• Makes a conforming amendment to clarify that net income from the Mental Health Trust 

Fund is not included in the computation of income available for distribution under Sec. 3 
of the bill, AS 37.13 .140(b). 

Section 8. AS 37.14.031 (c) 
• Con forms to Sec 3, so that the net income of the Permanent Fund continues to be 

computed annually as of the last day of the fiscal year in accordance with generally 
accepted accounting principles, excluding any unrealized gains or losses. 

Section 9. AS 43 .23 .025(a) 
• Makes conforming amendments for determining the value of the dividend under Sec. 2 of 

the bill. 



Section 10. AS43.23.025 (c) 
• Adds a new subsection that specifies that if the value of each dividend is below (less 

than) $1 ,000 then the legislature may appropriate from the earnings reserve account an 
amount necessary to pay each eligible applicant a dividend of$1,000. 

o This effectively allows the legislature to guarantee a $1 ,000 floor to the amount of 
the dividend, subject to appropriation. 

Section 11. AS 43.23.045(d) 
• Changes "shall" to "may", related to the use of lapsed funds for dividend payments. 

Section 12. Repeals AS 37.13.145(b) and AS 37.13 .145(c) 
• AS 37.13.145(b) relates to transfers from the Earnings Reserve Account to the dividend 

fund 
• AS 3 7 .13 .145( c) relates to transfers from the Earnings Reserve Account into the Principle 

of the Permanent Fund for inflation proofing. 

Section 13. 
• Provides a transitional section directing the commissioner of revenue to calculate the 

value of the 2016 permanent fund dividend under AS 43 .23 .025 and 43 .23 .045( d) as 
they read on the day before the effective dates of sections 9-11 of this act. 

o This would allow the 2016 Dividend to remain status quo. 
o New calculations for the amount of the dividend would affect the 2017 Dividend. 

• Authorizes the Permanent Fund Corporation to adopt regulations necessary to implement 
the Act. 

Section 14. 
• Provides that if secs. 1-13 of this Act take effect after July 1, 2016, that secs. 1-13 of this 

Act are retroactive to July I, 2016. 

Section 15. 
• Provides for an immediate effective date of secs 13 and 14. 

Section 16. 
• Provides an effective date of July 1, 2016, except for the immediate effective date 

provided for secs. 13 and 14 in sec. 15 of the Act. 
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Session: 
State Capitol, Room 121 
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Senator Lesil McGuire 

Senate Bill 114 

Summary of Changes 
SB 114 version W to SS for SB version F 

Section 1. AS 37.13 .101 (a) 
• Language was deleted that differentiated between leases issued on or before certain dates. 

There had previously been a distinction between leases issued for the Prudhoe Bay area 
and the Beaufort Sea area and different royalty rates had applied. 

Section 3. AS 37.13.140 
• Two different subsections were created in order to differentiate between the way that the 

corporation determines income and to explain the calculation of the distribution . 
o Subsection (a) directs the corporation to determine " net income" as it is realized 

and received. 
o Subsection (b) directs the corporation to determine the amount for distribution at 

the beginning of the fiscal year and that it shall be five (5) percent of the average 
market value of the permanent fund, including the earnings reserve, for the 
preceding five (5) fiscal years . 

Section 4. AS 37.13 .145 
• Section 4 was renumbered to Section 5. 
• The new Section 4 establishes that income from the earnings reserve that will be 

deposited into the general fund shall be deposited into that fund rather than remain w ithin 
the earnings reserve. 

Section 5. AS 37.13.1 45 
• Formerly Section 4 

Section 6. 
• Formerly Section 5. AS 37.13 .145 (e) 

o Language was changed to reflect that the deposits from the earnings reserve to the 
general fund sha ll take place w ithin thirty (3 0) days after they are received until 
the amount determined fo r distribution has been achi eved. 



Section 7. 
• Formerly Secti on 6 

Section 8. 
• A new section was added to clarify that the corporation shall com pute annually the net 

income of the fund excluding unrealized gains or losses. 

Section 9. 
--------

1---Former-i-y--8ee-ti-e-FJ-· -+------------------------------- ----

Section 10. 
• Formerly Section 8 

Section 11 . 
• Formerly Section 9 

Section 12. 
• A new section was added to repeal language relating to transfers from the earnings 

reserve to the dividend fund and to the principle for inflation proofing. 

Section 13. 
• A new Section: Transition language. 

Section 14. 

o Subsection (a) allows the 2016 dividend to be calculated by current methodology. 
The change to the dividend calculation would come for the 2017 dividend year. 

o Subsection (b) The Commissioner of Revenue and the Alaska Permanent Fund 
Corporation may adopt regulations, policies and procedures necessary to 
implement this Act. 

• New Section: Statement of Retroactivity 

Section 15. 
• New Section: effective date 



State of Alaska 

2016 Legislative Session 

Identifier: SB 114-DOR-APFC-01-29-15 

Title: PERM FUND: EARNINGS, DEPOSITS, 

ACCOUNTS 

Sponsor: MCGUIRE 

Requester: Senate State Affairs Committee 

Expenditures/Revenues 

Fiscal Note 
Bill Version: 

Fiscal Note Number: 

() Publish Date: 

SB 114 

Department: Department of Revenue 

Appropriation: Alaska Permanent Fund Corporation 

Allocation : APFC Operations 

0MB Component Number: 109 

Note: Amounts do not include inflation unless otherwise noted below. (Thousands of Dollars) 
Included in 

FY2017 Governor's 
Appropriation FY2017 Out-Year Cost Estimates 

OPERATING EXPENDITURES 
Personal Services 
Travel 
Services 
Commodities 
Capital Outlay 
Grants & Benefits 
Miscellaneous 
Total Operating 

Fund Source (Operating Only) 

Positions 

I F,11-llme 
Part-time 
Temporary 

I Change in Revenues 

Requested Request 
FY 2017 FY 2017 

0.0 0.0 

o.o I o.o I 

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 

0.0 0.0 0.0 0.0 0.0 

o.o I o.o I o.o I o.ol o.o I 

Estimated SUPPLEMENTAL (FY2016) cost: 0.0 (separate supplemental appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

Estimated CAPITAL (FY2017) cost: 0.0 (separate capital appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

ASSOCIATED REGULATIONS 
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No 
If yes, by what date are the regulations to be adopted, amended or repealed? 

Why this fiscal note differs from previous version: 

Prepared By: Laura Achee Phone: ----------------------------Division: _A_l a_s_k_a _P_e _r m_a_n_e _n t_F_u_n _d _C_o....:.r p_o_r a_t i_o n ________________ Date: 
Approved By: Angela Rodell Date: 
Agency: Alaska Permanent Fund Corporation 

Printed 2/2/2016 Page 1 of 2 

(907)796-1522 

01 /29/2016 12:00 AM 

01 /29/1 6 

Control Code: OLL Tu 



FISCAL NOTE ANALYSIS 

STATE OF ALASKA BILL NO. SB 114 

2016 LEGISLATIVE SESSION 

Analysis 

SB 114 would lower the amount of mineral royalties deposited into the Permanent Fund to the Constitut ionally mandated 
25 percent, and would remove the dividend calculat ion and transfer from the earnings reserve account. The bill would 
also require that the lesser of a five percent of the trailing five year average of the Permanent Funds value or t he balance 

- ---,-...,ilbe.earnings...res.ei:.veaccoU-A.t.be-t-,:a+1sfe.i:red-tG--tl:le-gen e ra I fu AG,-+Re-se-thange5-w.eule-Aet-a.ffeet-the-e13eFati8ftS-eHA··e----,----
1 Alaska Permanent Fund Corporation . 

(Revised 9/9/15 OMB/LFO) Page 2 of 2 

S81 14-DOR-APFC-01-29-15 Page 2 of 2 Control Code: OLL Tu 



State of Alaska 

2016 Legislative Session 

Identifier: SB114-DOR-PFD-01-28-16 

Title : PERM FUND: EARNINGS, DEPOSITS, 

ACCOUNTS 

Sponsor: MCGUIRE 

Requester: Senate State Affairs 

Expenditures/Revenues 

Fiscal Note 
Bill Version: 

Fiscal Note Number: 

() Publish Date: 

SB 11 4 

Department: Department of Revenue 

Appropriation: Taxation and Treasury 

Allocation: Permanent Fund Dividend Division 

0MB Component Number: 981 

Note: Amounts do not include inflation unless otherwise noted below. /Thousands of Dollars) 
Included in 

FY2017 Governor's 
Appropriation FY2017 Out-Year Cost Estimates 

OPERATING EXPENDITURES 
Personal Services 
Travel 
Services 
Commodities 
Capital Outlay 
Grants & Benefits 
Miscellaneous 
Total Operating 

Fund Source (Operating Only) 

Positions 

I Full-Ume 
Part-time 
Temporary 

I Change in Revenues 

Requested 
FY 2017 

0.0 

o.o I 

Request 
FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 

0.0 0.0 0.0 0.0 0.0 0.0 

o.o I o.o I o.o I o.o I o.o I o.o I 

Estimated SUPPLEMENTAL (FY2016) cost: 0.0 (separate supplemental appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

Estimated CAPITAL (FY2017) cost: 0.0 (separate capital appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

AS OCIATED REGULATIONS 
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No 
If yes, by what date are the regulations to be adopted, amended or repealed? 

Why this fiscal note differs from previous version: 

Prepared By: Sara Race, Director Phone: ----------------------------Division: Permanent Fund Dividend Date: ----------------------------Approved By: _J_e_r ry=--B_u r_n_e t_;t ,_D_e..,_p_u ..:.ty_C_o_m_m_i_s s_i o_n_e_r ________________ Date: 
Agency: Department of Revenue 

Printed 2/2/2016 Page 1 of 2 

(907)465-4 785 

01/29/2016 03:30 PM 

01/29/16 

Control Code: GTiHL 



FISCA L NOTE ANA LYSIS 

STATE OF ALASKA BILL NO. SB 114 ----------20 16 LEGISLATIVE SESSION 

Analysis 

Bill Analysis 

The proposed legislation w ill alter t he method in which funds are made available to calculate the annual dividend. Instead 
-----l----',f,...,a ..... t ..... ra .... n-sfer..of--im;om.e-from...the-Alask~miaAeA-t--F-YflG--Cer:p0r:at:i0 A---t:l=i e--d-i-v-ieeAMlclne-wi-ll--be--r:epleA-i5-l=tea--b-y--aA--a-R'l&lcl''··•+-+-------­

appropriated by the legislature in the newly added section 37.13.015 . 

Although the way in wh ich funds become ava ilable to disburse dividends is important, the proposed changes that w ill 
di rectly impact the calculation process are; (1) having additional funds available if the annual estimated dividend amount 
were to fall short of a $1000.00 and (2) the potential of an unobligated balance on June 30 of the fiscal year being 
appropriated rather than carried forward to the subsequent fiscal year. 

Annually, the dividend amount is calculated in mid-September for the first payment distribut ion, which gets paid near the 
beginning of October. If an additional amount was necessary to reach a $1000.00 per dividend threshold, the addit ional 
appropriated funds would need to be accessible as needed to pay eligible Alaskans. 

(Revised 919/15 OMB/LFD) Page 2 of 2 

SB 114-DOR-PFD-01-28-16 Page 2 of2 Control Code: GTiHL 



POUCH V 
JUNEAU, ALASKA 99611 

OFF'ICIAI.. eUSINESG 
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FREE CONFERENCE COM.MITTE~ lttPORT 

FCCS- for HCS for ,SB 161 
' . 

In making their decision on the Alaska Permanent Fund, 
the Free· Conference Commit~ee has ·focused . on a single 
qu.estion ·--- the management ·o·f the Fund's principal. . -

It is to be an inv.i,ol-ate trust which, in the words of 
this 'bill, conserves 11 ,,.a portion of the state's revenues · 

I I 

from mineral resources to benefit all genera tion.s -ot · Ala-skans ... 11 

(page 4) • · \ · 

It is to be an independent trust, yet mad~ accountabl~ 
in various ways to" ... maintain safety of principal while 
maximizing total return ... " (page'4), 

The contribution rate has been set at 50% of mineral 
lease bonuses (excepi frqm the Beaufor£ Sea, which has been 
left at 25%) and 50% of min~ral lease royalties ancl net 
profits from the Beaufort · Sea and . other .:future sales. The 
rate for Prudhoe Bay remains at 25% plus any · other money · 
appropriated annul:l-lly by the Le-g'isla~ure~ · 

· Thre~ major concerns 
and .legislative overs~ght 

Safety of Principal 

sqfety of principal, accountability, 
;;rE.: addressed by the ·legislatio1 1 

• • 

The Free Conference Comrni ttee Permane·nt Fund ·bill 
provides a framework for fiscally conservative and responsible. 
m~nagement of ·the Fund's principal. It as~ures and emphasizes 
the safety of the assits whiie providing the responsible 
managers with sufficient investment. latitude to achieve 
su~erior results. Under the · terrns of this bill, the Alaska 
Permanent F~nd :would consist of a wide variety of guality, 
high-grade investments. · 

The Fund .is designed to be a trust which focuses on the 
safety .of principal first and the ~aximization of ea~nings 
second (page 4) .· I½ is a trust held ' to ·a mo:i:-e res'!:.ricted . . 
list of invest~ents . than most cither fid~ciary -trusts including 
the Alaska State Pension Funds and it confirms in law the 
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( 
\...:. 

l 

I I I • 

cu~rent state practice of evaluating performa nce ac~ording 
to nationally recognized and accepted s ta ndards. The 
investment minager s are required· to maintain inve s t me nt 
diversification and are allowed t o determine· the investment 
mix of short, . intermed.iate 1 and long-term ,investments. The 
fl exibi l ity allowed enables the manage.:z;-s to achieve a soun_d 
rate of return on investments, · 

The . bill provides the investment managers with the ­
authority to place £unds in direct obligations of the United 
States Treasury, federal agency securitiest certificates of 
d~posit, high~grade cqrporate· bortds;· quality short-term 
investments, and federally guaranteed loans (pages 8-9). 
The fund is directed to give preference to Alaska investments 
as long as they meet the standards of gu~lity set out in the · 
bill. Specifically, deposits can be made in Alaska banks, 
mutual savings banks, savings and loan associations, and 
credit unions. Residential real estate (owner-occupied 
.single family dwelling~, duplexes, and con~ominiumi) may 
alsq be purchased if the mortgage is privately insured by a 
company aoing business in Alaaka (p3ge 9). The order in 
which the investments are listed is not meant to express a 
prioritr for one type of inveptment over another. 
. -.. . 

. Importantly, the bill . has a minimum of investment 
restrictions yet provide·s a very definite and certain fra'mework. 
It does not . authorize investments in stock or bullion, 
restricts the purchase of corporate bonds to 25% .of the 
Furia ·• s tot.al investments, and limits the purchas·e of loans 
and mortgages to 25% of the total. Purchases of residential 
mortg a ges may be a further 15% of total assets. The bill 
ailows the Pund to use the fu t ures market to protect investments 
from the ·sevP-re · declines .i.n v,J1ue tha.t are . teir.g suffei.:ecl 
today. These futures contracts, .. however, m_ay be ·used only 
to hedge a nd not to speculat~. The bill also prohibits the 
Fund from either borrowin g or guaranteeing the obligations 
of others (page 8). · 

The b ill also provides for the hand l ing of gains and 
losses and income (page 11). Any losses not ·of f set by, gains 
on th e sale -of securities sha11 be deducted from income and 
added to the Fund principal; this pro t ects the Fu nd principal 
from ero~ion. Losses from sales of securities are spread 
over a period of time equal .to the r emaining lifei this 
encourages the managers to get rid of bad investments. · 
Capital gains are added to the Fund principal, helping . to 
offset t he e ff e cts 'of inflation. The Fund income is de f ined 
as t h e in t erest receiv ed on t he i nvestmen t s, a nd the amount 
of income available for disbursement will be det e rm i ned on 

. a~ averaging b a sis; this ins u r e s a relatively steady i n c o me 
f low. 

I I 
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Accountability 

rt was the aim of the Committee to establish a management 
syst em for the Alaska Permanent Fund which would be protec t ed 
from polit i cal influens e s but, at the sime time, responsive 
to changes in state pol.icy and ·accountab~e to the people 
through their elected officials. · In short, the aim was 
insulation without isolation. It was agreed that the best 
way of achieving these .ends was not to pla¢e the- management 
within the Department of Reyenue, but to create .a public 
corporation distinct from stat.e government. Although the 
Department of Revenue currently manages the pension funds as 
well as the general £~nd, it was agreed that the Permanent 
Fund, with it~ fundamentally different goals and large size, 
should not be iri the ha~ds of the same people who~e primary . 
duty is managing money for day-to-day use by the state. The 
Corporatio~ is placed within the Department 9f Revenus for 
administrat~ve matters such as payroll, but has a legal 
existence independent qf · and separate from the state. 

. . 
·The prpposed .Permanent Fund Cbrporption, therefore, has 

its own board of trustees which is made accountable in . 
several ways (page 5). The six members of the bo~rd wili be 
appointed by t .he Governor and consist of the Commissioner of 
Revenue, two other commissioners, and thr:ee public members. 
They will be confirmed by the Legislature, except for the 
Commissioner of Revenue who serves by right of his off~ce; 
the other commissioners are to submit to .a separate confirmation 
for their duties as trustees. Terms are three years; staggered, 
and members may be reappointed subject to confi~mation. · 
Members may be removed from the boa:rd bY. the Governor and 
the Legislature may' override this decision in a Jo.int s .ession. 
The public members of the board may not hold any othe~ state 
or fecieral office or employment and must have recognized 
competence and wide exper ie.nce in finance, inv~stm.ents, or 
other business management-related fields. They are subject 
to th~ conflict of interest law and must disQlose any interest 
in entities in which corporate assets are invested. They 
will be paid honorariums. competitive with the largest private 
corporations in the state. It is intended that every two 
years the Governor shall make· reconunendations on adjusting 
the level of the honorarium; The board will employ an 
executive director who is also · subje'ct to the conflict of 
interest law and responsible for hiring additional st~!t ··: 
with the board's approval. · 

The corporation's aper.a ting budget is . from the general 
fund and i~ subject to the Executive Budget Act (page 10). 
This provision offers another check on the management and · 
will prevent such things as the hiring of exc~ssive numbers 
of employees or uncontrol led expense accounts . 



I I 

Among t he board 1 s r e sponsibilities is the publishing of 
a yearly report (page 11) including a financial statement 
reviewed by i nd ep e ndent auditors, a sta t ement of earnings 
from each investment , a market-val ue apprajsal of the . 
inve s t ments, and a pert:or:mance eva.luat i on ·with r econunendat ions 
for needed changes. These reports, wh i ch must be written in 
ea s ily unders t andable language, will be available to the 
Govern6r, the Legislature, and the public. _The indome 
state ment and balance sheet will be published yearly i"i.1.. 
newspa.pers and every two years in the election . pamphlet . . 

. . 
The bill thus insures that the board of trustees of the 

Alaska Permanent fund ·corporation will be the best investment 
managers -available in the state, will be accountable to both 
the ex,ecutive anc;! legislative b.canc}:les tnro_ugh appointment 
and budget processes and oversight -by the Legislative Budget 
and Audit Cammi t tee, and will keep the public infori;ned about 
the Fund's investment performance, 

\ 

Leg{slative Oversigh~ 

The Free Conference Committee found a need for co­
ordinated, continuing ·oversight of all the state's investment 
eifort~. Accordinglyr the review will extend beyond the 
Alaska Permanent Fund to include the Alaska Renewable Res0urces 
Fund, loan piograms, the several authoriti es, and the general 
fund. As well as building up a body of legislators with 
detailed knowledge of in~estmenti, this ~ew approach will 
give the Leg i slature and the broad public better information 
on the policies and . efficiency of the various investment 
agencies, on the , extent to which these agencies co~form to 
statutory intent, and on the extent to which the economic 
alld social g.oals of the various pro·grarns are being achieved. 

The House Finance Corrunittee had considered providing in . 
the Permanent Fund pill for a new interim committee to 
handle this oversight function but decided, in the interest 
of efficiency, to simply expand the powers and duties of the 
present Leg i s l ative Budget and Audit Committee (pages 1-3). 
As proposed, the Legislative ·Budget and Audit Committee will 
review the plans and reports of all state agencies involved 
in lending or investing, report to the Legislature its · 
findings and recommendations, and provide .for audits and 
performance evaluations of the Alaska Permanent Fund Corporation•s 
inves t ment program. 

It is· t he Conunitte e's. intent, however, that these new 
du ti es be assiqned to the Legislative Budget and Audit 
Cornmi t:tee on a trial ba sis and that the committee report . 

· back t o the Leg i slature within two ye a rs.; recommending how 
best the ov e rsight _du t y could be carried out and i nc luding 
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c9~~ideratio~ of the option of delegating the responsibiliti~s 
'to a separate committee. 

The Futllr0 

As stated earlier, this bill addresses only _the .ques~ion 
of Fund management and leaves t.he separate question of how . 
to use the Fund e~rnings· ~6 separate legiilation. · It merely 
assures that th.ere will be inco·me and does not p:c::eclude any 
options f 0:i: its u.se :--Unle8 s a·nother determination is made, 
the Permanent Fund earnin9s will be deposited. in the· general 
fund. No matter what u 'se (s) are decided for the income, -the 
very e·stabl ishme·nt of a · secure trust will· be a sign to the 
national financial community that A;La.sk_a is following a 
responsible fiscal policy. 

.. 

RDINER, Chairman 
Conunittee 

. / 

\ 

SACKETT, Cl1airman. 
Conference C.ommi ttee 
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LAWS OF ALASKA 

1980 

AN ACT 

_, _ il__ 

Relating to the Alaska permanent fund· to nonrenewable re­
aource revenues, to legislative oversight1 and providing for 
an effective date, · 

BE IT ENACTl:0 ev THE LEGISLATURE OF THE STATE OF ALASKA: 

THE AC'l' FOLLOWS ON PAGE l, LINE 10 

UNDERLINED 1"ATER!AL INDICATES TEXT TWIT IS Bl:11>.G ADDED TO 
M LAW /lNO BRACKETED M'\TERIAL 1N CAPITAL !.£TIERS !1-0ICATES 
DELETIONS FRCM THE LAW/ CCWLETELY NEW TEXT OR Mo\Tf.RIAL 
REPFALED AND RE-ENACTED IS IOENTIFIED IN TiiE INTRODUCTORY 
LINe OF EACH BILL seCTJQ',I, 

Approved by the Governor : April 8 , 1980 
Actual Effect ive Date : April 9, 1980 ex.c ept for Section 10 
which takes effect upon transfer of t he Alaska pennanent fund 
to the Al a8ka Permanen t Fund Cot:poration . 
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Chapter 18 

AN Acr 

Rolating to the Alaska permanent fund1 to nonronewable 

resource revenUQBI to legialative overaight1 and providing 

for an offoctivo data. 

~f :· 
· t ~ '.- * Sootion l, FINDINGS. Tha legialntur• find, that there h • •ubatantial 

f ~ead for overaigbt of tho porfor11111noe of tbosa agenciaa of the atate which 

~~t!orm lending or invettlllCnt !unction• sinoe tho1e function• do not receive 

·tlta detailed nviBw to whioh othor expandituru of public money arc subject, 

,, ~nd therefore tha knowledge oacasaary for aound legislution in ebb 11rea ia 

, not readily available. Thate ia a neod for legislative oversight which will 

I ~,ovide inforlll4tion on tho po Uoy and .perfor111Ance of these agcncioe, the 

' I ;:tent to which the aganoiea conform to •tatutory intent, and t:he impact of 

l. !lieir performanoa on the oconomy an,l' the 1tato t,:euu-ry. 
~i . * ·L" Seo 1 2, AS 24.20 ia amended by adding naw aectiona to reed, 

Seo, 24.20.156, PURPOSF,S , The purpo•ea of the Legialative nud9et 

and Audit Co1111Dittoo inoluda 

(1) monitoring and reporting 

(A) the performance of the agencies of tho atote which 

perform lending or inveatment function•, 

(B) the oxtonC to which the performance of those agun­

ciea haa contributed to the fiscal, financial, economic and •ocial 

l tnprovement of tha · etete and ita citir.ena, 

(C) the eKtent to which these egenciea and tho executive 

ha'1e prepared and coordinated short-term and long-term economic, 

-1- PCCSSB 161 
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14 

16 

18 

17 

18 

10 

20 

21 
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:I 
26 

fisca l, invcntmen t ,1 nd f i nancia l plonninj! 

(2) ho l di ng t hes e agenc ies accuuntuble t o • t at u tory lntont ln 

t hei r pet fo ~mnnco by r ecommendi ng, whero nppropri nte, chang•• in pollcy 

to t h~ ago ncioA or ch nngeo · in legin ln t i on to t he loglAl o ture; 

(J) annually reviewing t ho ox t ont of capitaliEation of the 

lnvna t mP. nt fu nds of t he state Knd alternntivo lnveetment policy fo, t he 

gonsr~l fund s urplus Rnd r ecommending naoded legiglation, 

Soc, 24, 20, 206, DUTI8S, Tha tegiolntivo Budge t and Audit Commi t ­

tee s hall 

(1) report to t he legielaturo i ts r ocomn1cndution1 relating to 

t he confirmation of appointees to the Board of Trustoea of the Alneka 

Pe r manen t Fund Cor poration and cha Board oi True toea of the Al o ska 

Ren ewable Resources Corpornt1on, 

(2) onnually reviow the tong-range operating p lon• of all 

agancie1 of t he a Cate which porfor111 landing or loves tment f:unc t iona 1 

(3) rovlow pe"r iodic rep or t • from all ngencies of the &tote 

which perform lending or investment !unctiona, 

( 4 ) preuent a completa report of 1nves t 01ent programs , plona, 

perforr11once, and pnli c f. os of nl1 age ncies of the otato which pe rform 

l ending or invas t ment functions t o tho le Bia ln t ure within 30 days af t er 

t he oonvoning of oAch regular aeooton; 

(5) present t:o tho legia'laturo within JO dayo af t er t he con­

ven ing of eoch regular seoa i on a r evi ew of tho r epor t of the governor 

undar AS 37 ,0 7 ,0?.0(d) with r e co11une.ndAt io111 fo r needed l e gf. e l ation1 

(6 ) i n con junction wi th t he £inonc o commit r.e " o f ea ch houso 

r ecommend nnnua l ly to t ho l egisla tu r a t. hc lnvo s t me nc po Hoy fo r. r.he 

gcno rn l f und s urplus and f.o r t he .i.r,r:omo fr.om t ho p~n11t1no11t f. un d , 

(7) pr ovide for an nn nua l post au dt t and urmual opo i:-ationnl 

and purformn ncc ova lu o t i on ox t ho 1\ leeka Pe rmanen t Fund Co r pora t!on in-

-2- FCCS8B 161 
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ve•tmonts 3rrd i nvestment: progr ,,ma, 

Sec, 24, 20, 209 , nECOl\ llS, ,ha Leg 

too shall kaep a complote fi l e of a tl r 

r opo r ca pr a een ted by it to t he log ialat 

coe. 

• sue, 3. A·s 24.20,ZOl(a ) ls aman dod by 

(9) hold public hearing• on 

of t he Boar d of Trustee• of the Alaska 

th• mombor1 of the 800,:d of Ti:- uateee al 

Corporation, 

(1 O) make r noommcrnda tions to 

ot tho etut e which perform lending or 

che structure and oporating pract i ces • 

(l l) ent.e r into and anforco 1 

h1e for the function• of the committee 

* Seo, 4 , AS 37,07 , 020 ia amended by 11<11 

(d) t'he governor ahall annually, 

legialotur e, ~epcrt t o t h• legielature 

and Audit Com1111ttee t.ha long-range fie 

(1) alterna t e levels of ccp 

fund• of the etete; nnd 
(2) al t e r native tnvaacment 

p l u•, 

* Sec, 5, AS 37 to omundod by udding 8 

CHAPTP.R I. 3 , ALASKA l'EP 

Sec, J 7 , 13 . OJ O, ALA OKA PP.UH'AHEN'J 

o f che atn t c con•titution, t he r e is e, 

,\l anks p<1r111unen t fo nd , 1'h« A l,:1 aka pu: 

(l ) 25 pnr ca nt of all mine· 

- 3-



,anc:lal plonning1 

~nciee sccountable to statutory int&nt in 

.ng, whe,:e appropriate, changes in policy 

.agh lat ion to th"' leglelature 1 

tt ont of capitalization of the 

ternutive investment policy for the 

rending neadcd legisl•tion, 

Thn Lagialativo B\1dgot and Audit Commit• 

gislaturo its reconu,,andatione rolating to 

to thG Board of Truoteea ol! tho Alaake 

the Board of TrueteGa of the Alaska 

the long-rango operoting plana of all 

form tending or investmen t functions 1 

rcporte from all agencies of tho state 

;11ent functions 1 

co raper t of lnvee tmc nt programn, plans, 

l a5encios of t he state whir.h perform 

to the legiR1n t ura "'!thin 30 dnyo oft e r 

:Jue ion 1 

igiolaturc within 30 days a ftor tho con­

' revtew of :hu report of tho govci:nor 

,mendatl.ona for needed loghlation 1 

. th thca flnanco conun.itteo of cacr. hou•o 

.oturr ,o Lnvoetml!nt volicy for r.h,• 

· :t r~cL. from th~ pa rmancnt fund, 

,nunl poet 11udit ond annual opern~ic-n,,1 

a~k.l1 l'nr1r.an<n1t Fund Cot purnti<•l', i:i­
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Chapter 18 

vee ttnP.nte and invoa tnient progt nm•, 

Seo, 24,20, 209, ngconos, ·rha Legialative Budgot and Audit Commit• 

tee abnll keep a co1tplato file of all reports preeonted to it and all 

raports ptesantod by it to the logiel11tui:e ot to a legislatl.ve commit• 

tee, 

* Sao, J, AS 24,20,20l(a) io amendad by ndding new paragropha to read, 

(9) hold publlc hearing• on the confirmation of the member, 

of the Boord of ~ustee• of the AlaakB PeI'TIIJlnont Fund Corporntion, and 

the mombera of tha Board of 'lruatoaa ot the Aluka Rena..,able llcaourcee 

Cor~orat:f.001 

(10) llllika racommendstiona to tho legialaturo and to agencies 

of the state ~hich pexfarm l•nding or inveotment functions concerning 

che structure and operating practices of the agancia11 

(11) onter into and enfotco nll contracts noceaaery or dsairo­

bla for the function• ot the cocnmitt~e, 

• Sec, 4, AS Jl,07,020 i• amended by ndding a naw suboection to rend, 

(d) The governor shall annually, befntc the convening of the 

! cgialatuto, report to cha lcgislatuxe through the Legislative Budget 

and Audit Committeo tho long-rangA fiscal and economic consequence• of 

(ll alternate lovele or. cupitatir.ution of the invootm<!nt 

funds oI! the atnta I And 

(2) a l tornatlve tnvoetmont policy tor thu gen11rnl fund Bur· 

plus, 

* Sec, 5. AS 3 7 tp amended by adding a ne"' chapter to roed • 

CIIAPTl!.R 1 J , ,\LASKA PERMAN~N'r FUND, 

Sec , 37,13,010, /\LASKA PER:-IANEN'r FUND, (al Undor art tX, sac. 15 

o£ the state coneti.tut.ion, there 1e eetnbllahod M a sop .<\rat~. f \md tho 

Alnakt1 pnrmunnnt fund . '!'ha Alaska purmannnt fund consists of 

(1) 25 po~cent of nll mlne~o l lease ru~tnla, r oyulticn, 

-J- ,cr.sse J61 
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11 

12 

13 

14 

19 

II 

17 

11 

19 

20 

21 

22 

23 

24 

25 

10 

27 

21 

l 

' I Ch11 pter ta 

r oyal t y oala pr ocoedo, net pr o£l. t shar es unde r AS 38 ,05, l 80 ( f ) nnd (g), 

and f11 darc t · mi nanl uva:nua shning pt1ymants receivad by the at ,1 te ! t ort 

minor al lunse o ia eued on or bef ore December l, l9 79, and 25 percent o! 

all bonus es receivnd by the s t ate from wineral leeaoa i aeund on or 

b·c!ora l'ebruury 15, 19801 

( 2) 50 pe~cont of al l mineral loose r entals, royaltiou, 

r oyal ty eel a proceeds, net profit eharee under AS 38,05 , lBO(f) end(~, 

and fe deral minoral revanue shuring payments received by the at•te fro~ 

mi neral l eaeos i s sued after Doaambur 1, 1979, and 50 percent of all 

bonuses recei ved by the state from mi neral leaaea iaaued aftor 

February 15, ~9801 

(3) any other money appropriated to or othurw1se allocated by 

law to t ha Alaaka perm• nent fund, 

(b) Payment, due the Alaska permanent fund under (a) of thi1 

section eh11l I be 11111de t o tho fund once each month, 

(c) Tho Alaska permanent fund shall be managed by the Alaska 

l'o rmanent l"und Corpora t ion eatabl1shed in thl.s chapt er , 

Sec . 37 , 13.020, FI NDINGS, The poople of the s tate, by conatitu• 

tional amendmen t , have r-equired the placement o! a. t least 25 percent of 

d 1 mineral leaee rentale, royalties, r oyalty sale proceeds, and federal 

mi neral revenue sh~ring payment• and bonuaos received by the ntate into 

a permanent fond, Tha leg is laturo finds with respect to the Alaaka 

Pe rma nent l'und Corporation that 

Cl) the corpor•t i on should provide a manna of ~ona erving a 

1>or tion of t he etato 'a rovenuu fr o111 mineral r eoourcos to benefi,t all 

genur at iona 0£ Alnaknna, 

C 2) the corporation' a goAl should be' to malnr. ain uafety of 

pr inci pal whi l e mnximizing t otal return , 

(3) t hs co-.:poration ahould be used as a savings device 
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1110 11 4
ged to a llow th" maximum use of dio p, 

cion for pur pos es du -ignat.ed by l av, 

Sec. 37,13,010 , eURPOSK, It ts th 

pr ovide A mechnniem for t ho management a 

fund ass ac e allocated to t he ,\laska P,• rn 

manner cons is tunt with tho findings l .· 

Soc, 3 7, 13,040, ALASKA PERMAN~:,: 

aotabliahed t.hn Alaaka Permanent l'und I'., 

public corpo-rntion and government l no tr 

Rcvonuo managed by a board of t rue t aee, 

UIAnage and invest the assots of th• cor 

chapter . 
Sec, 37 , 13,050, COMPOSITION AND C 

·rEES, (a) The Board of Trueteao of Cl 

tion conaiat& of aix member• appointed 

moU1bor1 shall be headu of principal de· 

of who~ shall bo t he oommiaaioner of -r 

appointed by the governor from th• pub 

s tate or federal offico, poeition ore 

ap pointive, exuapt as a me111ber of t he 

Statea or of this vtata, Member, oth• 

• hall be aapRratoly confirmed by II ma. 

lutu-.:e in joint aoasion, 

(b) The three public member• of 

compctonca and wido experienco in fin 

nc•• management-related fielda, 

(c) Tho board shall annually el 

me:mbe,:a . 

Sec. 17 ,13 , 060, TERM OF OFFICE 

- 5-



fit ahara11 under AS 38,05,180(.C) 1111d (g), 

aring paymenta rooeJ.ved by the at11te .fro,o 

foro Docembo,: l, 1979 1 and 25 percsuc of 

llte Cl"om minnral louoa issued on ox 

•1 leaso rentals , royalties, 

ahnrou under A8 38 , 03,180(£) and (g), 

,aring poyw,enta roceived by the stote fr.ou, 

,cambet 1, 1979, and 50 porcent of. all 

from minerol leaaes issued ofter 

• appropl"iate d to or othurwise allocatud by 

ind. 

,ska permanent fund under (al of this 

!und once. e ach inonth , 

: fund ohall be managed by the Alaska 

:abliahed in th! s chapter, 

I, 'rhe paoplo nf tho state, by constlt.u-

1d the placoment of at least 25 per conc of , 

ral t tea, royalty sale proceeds, and ! e<le rol 

lt~ ond bonusos re ceived by the scato in t o 

1tura !i~d• with roopect to tho ftlanka 

It 

1 • hou l d prov lde a means of cone e r.vi ng a 

!B fr om minor al r osource• to t.e nef i,t A 11 

I' O should be' to maintain sa fety of 

:al re tur n, 

1 nhould be used as a onvingB devi ce 
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Chapt er 18 

mauRged t.o allow the maximum use of aiopoaable income f.Tom the corpora­

tion for purp~saa deoignatod by law, 

s~c. 37,13,030, PURPOSE, It is cha purvo•e of this chaptor to 

prov'lda R D1echen:!mn for the managemenc and inveetu1<1nt o! those perll\An0nt 

fund &Beets allocated to tho Alaska Permanr.nt Fund Corporation in a 

mannar conaietent with tha fin~ings in AS 37,13,020, 

Sao, 37,13,040, ALASKA PEHHANJ':NT FUND CORPORAl'IOti. Thare is 

eetabltshod the Alaska Purinanent rund Corporation, The corporation is a 

public oorporation and government inst:Tumentality in the Departinent of 

Revenue managed by a board of truatees, The purpose of the board i1 to 

OU1nage And inveet tho a1ast1 of the corporation in accordance lrlth this 

chapter, 

Sec, 37,13,o,o. C0MPOS1T10~ AND QUALIFICATIONS or 60ARD OP TRUS­

TEES, (a) Tho Boord of Trustee• of the Alaska Per1114nent Fund Corpora­

tion conai1t1 of six members appointed by tho governor, Three of tho 

atembnrs ahall ba heads of principal departments of et11te govcr1110ent, one 

of whom shall be the commissioner of revenue. Three !l'embera shall be 

appointed by the governor from the public and may not hold eny other 

state or federal office, position or empl oyment, either elective or 

appointive, except as o member of the armed force• of either the Unitod 

States or of this 1tato , Members othor than tha cornmisaloner of revenue 

shall be eeparatoly confirmed by a majority of t he members of the legis­

lature in joint neaeion, 

(b) The three pub lie memben of the board shall have cecognhed 

compotonce and wi de oxperioncc in financo, i nveotments, or othel" buui­

ne•• management - related fieldo, 

(c) Tho hoard shall annually elect a chairatnn from nmong ita 

membars. 

Sec , 37.13.060, TERM OF OFFICF., The members of t ho board shall be 

-5- l'CCSSB 161 
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11 ppointod foe c orms ~f. chr cc y~au , 11n c! th lly rlllly be re.nppo incaJ su bject 

to conCt ~n1i1H on· by ., maJor Ci:y of t ho mombars of t he l egislat ure in Joint 

nos slon, Terms shall bo otnggorod. lnicial tetme for m~mhe rs other 

th" n tho conun111a io11er of revenue shall b• two lll<l mbere serving for one 

yoar, t"'o memhore serving fo\' two ye ,n·•, and 1110 membor sorvlnij for 

threa yoou. 

Soc. 37.lJ . 070, Rm.fOVAL AND VACANcrns . (a) Tho govornot: may 

romove • nu,mbar of the boat:d !rom office, llowov"r, r.he removal of • 

member of the board lo uubj net to diaapprovet by a vot• of a majority of 

tho ranmb11ra of the 1e3tal ature at the firat joint aoaaion halrl 10 or 

mor.e days afte,: tho lagi»lature reco:1.VQS notice of the remov~l from tho 

governor. A removal by t.ho govet:1\ot Ahn! 1 be in writina And ,hell Hata 

1:hc reoaon fo:r the r cinoval, A n1Hmbac who ta removod by che governor may 

not participnte in board bus'incse and mdy not ba ,·ounted fot: purpooca of 

eocubl.ishing a quoruro betwa~n the time he rocnl ve1 wd.tcon notice of hlA 

r<>raovnl fro,n the KOYurnor and the time chat the l egiA leturc' o power to 

disapprove the removal undc,r this auba.,ction oxp1.ree , If the leg~alo­

turo didopprovos the tcrnoval of It board meinher, cha hoard mombcr shall 

be r. einatatud, 

(b) /\ v11cancy on tht1 hoard uhdll be pr11u,ptly fU Led by appointroent 

by the governor ond c.onHrmation liy o major.icy of tho member" of the 

letl•latura i n .Joint • e onion. ~n nypointee to • vHcancy nh,,11 hold 

o ffice for. the b•lnnca of the terin for which hls pi: edeco• aor on tha 

boar.d wna 11p1,c, l11 t cd , te a vncancy nri,1os on tho hoard whtle the l ngf.A­

., atut:c ta not .tn uoasi01,, t he govor nar rn~y nppoint. ~n i ntndm bonrcl 

illCffl~h H ' who Hh,1) 1 c:<erclso t hl.! power.s oi n bot1L'd ,ne o+be,: unr.tl thu leBi11-

lntu1.·ci fni.ltt t:o confl ru, ch i? nppoln ca:eni: uf t hu l.nn ~r tm hoArd :nambel', 

( ,:) ,I vncanr.y o ~ tho ho11rd rlooa 11ot i r.,p11i r tho a:ith,,rt,:y nf n 

~uorum or. t hu :,0111:d co cxe1:cl110 1111 t ho power~ 1;1 nd 1>erfcc1n 1111 the 
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~~t ie• of th~ boot d , 

Sec , '.)7.1 3 , 080. Q• :•lRU~. Pour re 

~uoruM foi: the t r. onanc.ci on of bJ•inns 

• nd dutlo• o f the board , 

Soc , 3 7 .13 , 090, cm1P~:NSll'rI0N OF 

ch~ board i:ece l.vo nn hol\otor. l. 11m o( $4 

actcnd th e ,neocing , All morohei:o ,,f t 

:-r.i:' ,:~ 1.p1~1 11ll n,.,nr.~as 1-\ B P\'OV'iciRd by 

r. om mis a iona , 

Sec, 37.13.100. CORl'ORIITlON ST/ 

determine the snlnry ,,f an oxocutivo 

may , ,~ith Chu approval of the board, 

aa nocaa•ary. No e~ployae of t~e co, 

di ,:ector, may l>a a membu,: of cha boa: 

o cher r.mployees of the board at:a in · 

Soc. 37,13,110. COMPLI0"1'S or t: 

,,nd t he ~xoeutive director ara aubjo , 

(b) If. a memher of tho hoatd o· 

noquiree, own, or c ontrols an lntoro 

o< project in which c.orpot:ntion aaao 

nu•dlately di a c1u•e the L,:tcrcst co t 

r:, ~ t·cer .,f pub lie rocord and ohnll he 

bo11rd me eting nuxt f:ollowing t ho ell • 

soc, 3/.13 . t20 . rn 1msTMtN'r RP.S 

'l'he prud•int - ,nan rulu shall be r.pJ>li" 

f. nv~.!tmtmt l)f ,\lt1~ka P,B~mC\naal; fun<l 

"'i'il lit1cl t o i.nveB tm~nt:11 of tht' corpnt: 

r.hmt: n t ho b•Ju rd uhtt l t ,r<Ol't!i.:ll th Ci j 

st, ,n'°•·,, t hl?n p-.·ev~ !.U.:~~ whlch an lnf 

-., -



, and they lllllY be reappointod oubjocc 

ta of tho legtaluturo in juint 

Carma for memhPT8 other 

,hall be two mumbeu ur'ling f.or one 

years, ""<1 ono 11ember ao rving Cor 

VACANCIES , (a) Tha governor may 

office, Howover, tha removal of a 

disapproval by a vote of a majority of 

the £1ret joint eeeslon hold 10 or 

, ceivea not1co of the removal from the 

tor shall be in writing and ohall otata 

11be,: who is r emovnd by the govornor 11111y 

and may not be ,·ounted for purpooo• of 

time he rscQivee written notice of hie 

time that tho l egislaturo'a power to 

subaoction e xpires, If t he legisla­

board member, t he board member shall 

i hal l b" vrompt l y fiJ l ed by appointroetlt 

>Y 11 mnj ority of cha members of the 

avpointee to 11 vacancy shnl I ho l d 

n fu,· · °'ich hiB prodecoaoor on t ho 

y ar . on th" honrd while t he legi s-

ornor may appoint an l.nta1'im board 

a boRtd membe r unt il the l eg i a • 

of tho int<!r l ,o bon i· d inambc r . 

of 11 

. l l t h e powers and pe rfor m all t ho 

Chnptor 16 

duties o! th• board. 

Sec, 37,13,080, QUORUM, Four member, of the board conatitute a 

quorUIII for the trenaaction of buainoaa and tho exercise of tha powor, 

and dutiaa oC the board, 

Sec, 3 7, 13,090, COHl'BNSATlON OF BOA RP MEHBJ!RS, Pub lie met>ben of 

the boa,:d raoeive en honorarium of $400 for eacll meeting dlly if Chey 

attend the meecing, All members of the board are ontitled to per diam 

and travel al lowancea aa provided by law !or memben of etate board• ond 

00111111ioaione, 

Sec, 37,LJ,100 , CORPORATION STAFF, Tho board may at>ploy and 

determine tho aalary of an oxecutive dir11ctor, Tha executive director 

may, with the approval of the bo11rd, aolact and etnploy additional ataff 

a, nocesaary, ~o aroployoe of the corporation, lorluding the executive 

director, mny bn 8 membet of tho board, Tho executive director and the 

other e~ployeae of the boa,:d are in the exempt service unde,: AS 39,25, 

Soc , 37.13.110, CONFLICTS OF UlTl!8EST, (a) Hombera of the bo11rd 

and the execucive director nre uubject to the p,:ovisions of AS 39.50 , 

(b) 1f a mombc,x of the board or an 0tnployee of the corporation 

acquire•, owna or contt:ola an interest, dir.eat or indirect, in an entity 

or projeoc ln which co,:poration usets am invested, ho ahall im• 

moctiatoly dincloee the lntereaC to the board. Tha di•closurc 1e a 

matt~r of public record and ahall be included in the tninuCea of the 

board meeting next following the dlocloeur.e . 

Soc, 37.13,[20. lNVf::STHF.NT R!:SPONS1BILI'rIBS OF ·rnE DO/\RD, (8) 

Th~ prudont - mnn rule shall he. applied by tho board tn the management and 

tnvaatmen\: of Alaaka pormnnenC fund aasets, 1'he prudent-man rule a• 

applied to inves t ment• of the corporation meann thaC in making lnvest-

111enta tho board shall exatciae the judgmant ond cara under the clrcum­

otancc e thon prevailing wh1.oh uh inati t ut i onal l.nv~stor of ordinary 

. ,\\ . 
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.' Chuptar 18 

I / prudencn, d~sc rocion, and intelllgance cKe~d.ees !.11 the inn 1111geme11c of 

17 

18 

20 

21 

ZI 

· L1>r11.,... (nve,H:mone.- entrust ml Cir i t l'IO't"" l l\" t egilrd to speculation but in 

re~nrd to the permanent dl.spoeitton ot fun~o, cl)nBirleri"g pr obable 

safety of esp ital 116 we \l e8 pr.ohablo /.nco:ne, 

(\,) The corporation aosece ohall 011ly be IJMed fot lnco.ie-productng 

inv<·Htmante , 

(o) 1'h" bonr d nhal l muilltain • reason•blo dtveraifio11tion nmong 

inveatrn•nco unl~a9 under tha cl.rcu,nacancca it ie clo1<rly prudent: not to 

c10 80 I 

(d) 'l'he ho11'1:d •~all 8Ubmit long-ran~e and q1Jai:cerly investment 

raports to tho Le!Jie lativa Bud gee and Audit Coonnittce, 

(e) Tho corpootion may not borrow fonds or f;\lnTanteo from prlnci­

pal of the Alaska petmanont fund tha ohll.g11tione of: others, 

(£) Thu board may onter into and enfo-rco all contracts neceoury, 

conwniont oT deal.rable for purpoeee ot the corporation . 

(g) Subject to tho ll,nitattona in (h) and (1) of thio aaotion, the 

bo•rd may invest corporation aoaeta ln 

(l) oblig11tionft of, or obHgotionn lnaurad hy or gua,:11ntood 

hy, the United Statea or agencioa or inatrtu11ont11litios of che United 

States 1 

(2) obligation• oecured by .aaorvo• paid in by t ha United 

States or agenclee or instr umental ltiea ot the United Statoa or obltga­

tione of corpocacione tn which the United Btntea i s a ohncoholdar or 

member, 

(3) cortii!cates ot dapou tt isoued by United State• domeatic 

banke ~hich uro mouibere of the Padoral Depoaic tn•ur~nco Corpora~ion for 

which 4 gcner.•lly recng11ir.ad socondin:y inatko t oxiat• or wh.lch nre fully 

••cutud ,, t 1111 cl,ma a ne to paymoot of prtnclpill und intercat by tnvast­

ment• descr.lhod i n (1) - (2) , (8) or (12) • (16) of chie 111Jboo~tion1 tho 
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,i.•c_\l!" \ ~->' ple1.?fif.!' d_ ~m~cr _ r. h 111_ pa rng t .1;,h 

!~ ~ ~ v,,lue of cha cl~pcni~ 11nJ ~hn bonr 

-:,J 1 ~n t ern l 1 

<'•> shl!(Oe of fc clor. ~ lly cha 

~tor.a to ,\lJukA which nro F1J1ly •or;ur~ 

prL~~lpal and LnceTent by iuvoat~en ts 

.,,',saction1 

(5) eavillAR car.cillcal:ua is 

• 1·.d 1011n ,rnaocintione in r\luaM whir.h 

co pnyment• of princtpol u11d intor~st 

(I) l)f thie aubeect10111 

(6) ,h,p o~lta with mucual e, 

ful l y ij~<·1lred 11t I\ 11 t 1.mr>A 1\1 Col pay•:• 

L,wue~rnr.nta daacribod ln (1) - (2 ) of 

( 7) fix.od-tun, cc.,tifieat'ei 

iMm:od r.~adir. uniQ11n wliLch ora ful.ly 

~?. princip11l and intcreoc by tn~a•tn,a, 

u•.1bH uc tt.on1 

(8) corplltat~ d"bt • •cu~it 

n~ clonal ly recognt1od rntinij •arvtc 

<9) 8:,cirt-tarr., co~poYntc l' 

cutlt1g9 nnsl.gno~ hy ~ 11nr. lo1,a lly ruco 

(10) baukeca' accep ta nuas d 

tit:c\teu bonkfl ",.,ch of whlob h :tVt! ii c o rn 

LllR ac l••at SZ00,0~0,0001 

, ll) tu1n,n:hooc ctf!t' Ct?&nant:61 

1t)!,i:t1e u1cntli h(•!.gl!. nny l'f thL~ Ltmnu in 

!iUhtit-Ct i on I 

(l Z) c~o uu•rnntood pnr c ton 
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1once exercisoa in the management of 

not in rogard to apoculation but in 

on of fundN, oonaidering probablo 

ab lo incomo, 

shall only bs used for income-producing 

n a ra~eonable divereilication among 

umot, • it i• cleMrly prudent not to 

range and quarterly .lnveatmont 

and Audit 'Committoa, 

borrow funds or guanntee from prinoi• _ 

tha obligutiona of othere. 

o un<l enforce all contracts nacoesnry , 

aoa ur the corporation, 

ona in {h) and (i) of thia aectiun, the 

t1 in 

obli~ationo inourod by or guaranteed 

o-r inatrwnontalttie1 of tho United 

d by rse orv~s paid in by the United 

lit1ee ol the United St-utoa or obligo• 

e United States 1a a ohareholdo-r or 

poait iasucd by United State, domeatio 

dor11l Deposi t Insur4nce Corporation for 

·ndnry market exi nt• or which are fully 

,t of pr inoipd and tntereet by 1nvoat-

or (12) • (16 ) of thh subsecti.on1 t he 

?CCSS!I !61 

Chapter 18 

security pledged under thiv paragraph shall boat least equal to the 

face velua of th• dopoeit and th" board may roqui-ce substitution of 

collatoral, 

(4) eharaa of federally chartered savings aod loan, aaaooia­

tioru, in Alaska which ara fully sacurad at all timue as to paymanto of 

principal and intoreet by inveatinente deooribed in (1) " (2) of Chia 

eubeection, 

(5) saving, cerCifioatea issued by otnte charturod oevin51 

and loon aeaociatiol18 in Ala•k• which 4,:a fully aea\lrcd at all time, u 

to paymant a of principal and internat by investments deocribed in Cl) -

(2) of this aubasction, 

(6) depoeita with mut\lal aavinga bank• in Alaeka which are 

fully aocured at ftll time• aa to payments of principal and interest by 

inva,tmonts daaoribad tn (1) • (2) of thia subsection, 

(7) fixod-torm cortificatoo of indubtcdneaa of foderally 

·1naurad credit union, which ara fully aecu-red at all times as to paymant1 

of. principal aad interest by invcntnontu doacribed in (1) • (2) of thia 

eubaoction, 

(8) corporate debt aeouritica whioh ara rRtod AA or better by 

a nationally recognized rating servica1 

(9) short- term corporate pTomiasory notes of the higheat 

ratings aosiancd by o nationally re cogn hod rating service I 

(10) bankers ' acceptonceo drewn on and accepted by United 

States banks each of which have A comhiaad capital and aurplus aggregat­

ing at leaRt szoo,000,000, 

(111 repurchase agxeemento, the securities underlying cha 

agreement• being any of tho item• in I l) • <3) and (6 ) • ClO) of thh 
subsection, 

(12) the guaranteed portion of Fedora! Sma l l Buaine.eo Adminio-

-9- PCCSSH 161 
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Chapter 18 

tration loans; 

(13) the portion of first lien real estate _mortgages guaran­

teed by the Federal Veterans Association; 

(14) the portions of business and industrial loans made under 

the Rural Development Act of 1972 which are guaranteed by the Farmer's 

Home Administration; 'i. 

(15) the guaranteed portion 0£ Farm~.r 's Home Administration 

loans; 

(16) notes secured by mortgages of residential real estate if 

the mortgages are insured by a private mortgage insurance corporation 

.which is . auth0-1;ized to AP .. business in Alaska an4. ,has combined capital, 
.t 

s_urp lus and reserves aggregating at least $20,000,000; the minimum 

coverage shall be 10 percent for loans having a loan-to-value ratio of 

less than. 90 percent, and the minimum coverage shall be 20 percen~ ·for 

loans having a loan-to-value ratio of 90 percent or more. 

(h) The board may enter into future contracts for the sale of 

investments purchased under Cg) of this section only for the purpose of 

hedging an existing equivalent ownership position in these securities, 
·/ 

(i) Investments under ,g) (8) of this section may not exceed ,25 

percent of the total investments of the Alaska permanent fund. InveaC· 

ments under (g) (16) of this section may not exceed· in the aggregate 15 

percent of the total investments of the Alaska permanent fund. 

(j) The assets of the Alaska permanent fund may not be us ed ·for 

interest the purchase of bonds of a corporal 10n , upon which any regular ~ 

payment has been defaulted within five years before purchas e, excep~ 

bonds never in default but which have been outstanding for less than 

five years. 

(k) The board shall establish and from time to time 

modify guidelines for the investment of the assets of the 

-10- FCCSSB 161 
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l oacate inortgllgea guaran~ 

l ndustrial loans 11ade under 

~uaranteud by tho Parmer'• 

ner 'a Homo Administrntion 

ential real Aatato if 

•g• ineurance corporation 

and has combined capital, 

1,000,000, t ha minimum 

; a loon-co-velue ratio of 

;o •hall bo 20 percent for 

enc or moro, 

~raccn for the sale of 

on only f or t he purpose of 

tion in cheao Aocurit i ee , 

otion ~ay not excc~d 2S 

8 PCTman .. nt fund' Invoo t• 

• need in t ho aggi·ogato IS 

n permanent fund , 

fund rtJJJy not be used for 

wh f c!i a ny cegulur i nto re ot 

ba fo re purchno~ • r,xcept 

totand i ng fo r l ea• t han 

t lmA to t ime A• noce ee ary 

••nts · • t he cor pora tion , 
8 16 . 

Choptor 18 

Bofora adoption ot any guidalinea the guideline, •hall bn reportod to 

the Legialativa Budget and Audit Colllfflittoo for review and nolll!lltnt . 

(1) Th• board shall inv••t the ••sete ot the corporation in in• 

otata invastments t o the extant in·•t•t• inveotmenta are available if 

the in-state investments 

Cl) have a risk level and oxpeotad yield comparahla to alter­

nata invoatinant opportunities, and 

(2) are included in the liot ot parmiaaibla invest.manta in 

Cg) of thia oaction, 

Saa, 37,13,130, GAINS ANO LOSSKS . At the end of each fiacol yaor, 

tho total amount of losaea on the aalc1 ot 1acuritias, not of!1ot by 

gaina on the saloa of aacuritie1 during that yoar, shall be computed, 

wttb o portion of thoee loaaea to be deducted oach fiscal year from the 

income and the resulting amount of income addad to the prlnoipal of the 

Alaska permanent fund, Loasea takon on the sole, of securities uhall be 

accumulated aver a period equal to tho average relll4ining life of the 

oecuritias aold, unleaa the&a loe1ea are oftaot by gains on future salea 

of securities. ln ony fiscal yoar in which the gain• on the ,aloa o! 

securitioa exceed the loeae1 on the sale• of aecurit1ea, the exceae 

shall be added to tho pTincipal of the Alaska permanent fund, 

Seo, 37, 13,140, INCOME, ?ha intareat received in a yaa1 is the 

income of the corporation for that year. Tho income available for 

diebureement •hall ba detomined on an avaTag1ng basia . roT the first 

five years, income will be the oimplo averaging of tho annual current 

return at cost, Suboequently, there will b• • moving avoraga current 

r eturn, i n which tho la t Aet fi•csl year will replace t he oldes t ye ar , 

1'he income ovoiloble for diabur ecment will be the leaser of t he latcGt 

f1a cal yur '• income , or the average annua I current income for the past 

five fiscol year• of th• Alaska permanent fund at co•t, and aftor 

-11- PCCSSB 161 
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Chapt_ei:: 18. 
-.:~ 
-:l1 
.'/ 

adj us tmellt l!or capital losses chargad to that fisc11l year, · ' ~ ·::i 
Sec, 37, 13,150, DOARD OUDCP.T, 1'he operating budget ot tho boai-d · ' :I 

.f:! 
is from tho genaral fund and is subject to tile E><ecutivo Oudgst Ace ~;-1, 
(AS 37,07), ) 

Sec, 17,JJ , 160, AUDITS, The Leghlative nudget and Audit Colllr.lit- ·.:,J 
. , 1~, 

tee shall provide for an annual poet audit and onnuol opoutional and · ';~ 
·.\ 

perfor111Anoe ovaluatione of the corpoucion' 1 inveatmenta and invcatinent-:t 

programa, ·-f 
Bee, 37.13,170, RBPORTS AND PUDLICATtON8, By September 30 of eao~l 

year, the bourd shall publish a report of the corporation for distribu~J .­

tio11 to the govornor, legio laturo, and the public, The report shall b·, if ,, ' 
·' 1rcitta11 in eaeily underatandnble lsng1Jaga, Th• report must include ;, Ii :, 

financial etatemante audited by independent outside auditors, a state• { 

10 

1J 

12 

ll 

01ant of the amount o! D10ney recBived by the Alaska permanent fund · £,:0111 j.' ., 14 
·,. , 

each lnvea ttnent during tho pcn:iod covored, a statement of 1nvoatmentt ol). ,, 

the oarpor11tion including an appraiaul at 1Mrkat value, o deanription ofi ' ~: . 

15 

1B 

co-rporation investment activity dudng the poriod covered by the> report, }. t• . · 17 

a co!!parioon of chu aorporation poiformance with tho intended gaoh 

contained ln AR )7,13,020, on examination of tho 1mpsot of 

,nent criteria of chls chaptar on the corporution portfolio 

mandationa of any neoded changoa, and any other information the 

beliavoa would be of inter, •t to the governor, the legislature, and 

public, The annual lncomo statement and balance sheet o! 

tton shall be published in at least one newspaper in each judicial 

district, The 1ncomo o tatement and balsnoo ijheet for the two fie cal 

yeare procodlng the publication of the olection pamphlet under AS 

shall bo inc l uded ln that pamphlet, 

16 

10 

21 

t he corporation, their cranator, 

caxee and aoeoaamenta in the eta ' 

Sec, 3'/,13,190, POLIT!CAL, 

por 11 tion may not be ueod to fina, 

Sec, 37, 13, ZOO, PUBI.IC ACC: 

po,oeaaion of the corporation Le 

n1ation which diecloaM the p&Tti 

private enterprise or invoator i 

record, Confidontial informotio 

of on official low enforoement 1 

required in a court proceeding, 

publication of statiatio• proaan 

tification of patticular reports 

Sec, 37,13 . 210, DRV1N1TI0N 

(1) "board" moone tho 

manont Fund Corporation, 

(Z) "corporation" mos 

cl.on. 

* Sec, 6, t\S 38,05,180(~) is oui&r 

(g) ·rhe share of the net f 

the sta t e under (f) of th ie aoct 

purpoeeo of tho Aluaka permanent 

and the Ala•kA renowobla rcoourc 

* Sec, 7 , t\S 39, 23. 110 1A omandac 

( 2Z) momboca of the be 

and e toff of t he Alaalta Perraanat 

* Sec, 8, ;\S 39,50,200(9) is ame1 

Sec, 37, 13,180 , TAX CCEMl"rION, The corporation 1s exempt fro11 

t. axea and aoeosamcnta in the state, All aocurlty lnatruntents iaaued 

'
0 

r ead : 

1.! (SS) Boord of Tr· 

-12· FCCSSB 161 



to that fiscal year, 

The opsTating budget of the board 

cc to the EKecutiva Budget Aat 

gialstive Budget and Audit Corlllllit• 

wdit and onnusl operational 011d 

~tion'• inveotmenta ond invoatmant 

,'16, By Septembet 30 of e&ch 

tho corporation for distribu• 

tho public, The report aholl ba 

,age. The report must include 

,ndent out~lde auditors, a stote-

·Y tho Al11eka permanent fond fron1 

red, n statement of lnveetments of 

at 1narl<et vnlu,., a description of 

the period covered by the report, 

rn&nco with tho intended soda 

ion of tho impect of the lnveat­

orporation portfolio with recom­

sny other information the board 

>Vernor, the legislature, and tho 

1d balanco sheot of the corpora-

• nowapaper in each Judicial 

.once nheet for the two fiscal 

e l ection pamphlet ~nder AS 15 , 57 

hu corporation 13 exempt from ull 

l security inatrumentn Lanued by 

lB 161 

Seo, 37.13,190, POLITICAL ACTIVITIBS, The reoourcea of Cha cor-

porntlon moy not ba uaed to finanoo or influanco political activitiao, 

Sec, 37, 13,200, PUnLic ACCESS TO IH~ORMA'rION, Infor11u1tioll in the 

posaeaaion ·of tha corporation 1a a publir. tccotd, except that infor­

ution which diocloae, tha particular• of the buaineaa or uffaira of a 

priveco onterprloa or inva1tor 11 confidential and la not a pui,lic 

record, Confidontial informatl.on 11'.&Y ba dl.eclond only for the purpoaea 

of an official law e11force111ont investigation or when its pToduction ii 

roquirod in a court proceeding, Theee re1trlction1 do not prohibit the 

publication of Btotiatice preaentod in a mannar that prevent• the id~n· 

t1ficat1on of particular report•, itom1, pnraona, or cnterpriaoa, 

Sao, 37,13,210, D£1INIT10NS, In thia chapter, 

(1) "board" means th• Boord of Tt:uatoea of the Alaska Per• 

lll8nont Fund Corporation, 

tion, 

t S110, 6, 

(&) 

(2) "corporotioo" meao1 the Aleaka Per10anent Fund Corpora• 

AS 38 ,05,lBO(g) 1a ll!llended to read1 

The ohert of the net profic derived from a leue ~eaerved to 

the atate under (f) of thl• section io royalty sale proceeds fur the 

purposoo of the AlaokR permanent fund under AS 37 ,1 3,010 {AS 37,10,065) 

and tho Alnska ranc1111blc rosourcea development fund under AS 37 .11.020. 

t Sec. 7. AS 39.25,110 la amended by adding A new paraMrnph to rand, 

(22) momburs of the board of. trustees, the executive diructor, 

and staff of tho "laaka Per111anent Pund Corporation , 

* SQC, 8, AS 39. 50,200 (9) is amendod by adding a now subpa..:agraph to 

(llS) Board of Truatcee and executive director of the 

·13- FCCSSB 161 



Alaska Permttnent Fund Corporation. 
* Seu, 9, TRIINSITION, . 

;~. 
:·tj 3 Alaaka permanent fund to tho Alaska Pormanant J.i'und Corpotation oa t abliahed b/ /i 

, this Act after request for tuuefor h mads by tha board of truatae. of the< ·~ 

The coounieeloner of revenue ahnll er•nafer the 

-( ~ corporation, Notwithstanding AS 37,l0.06S(a), th11 commiaaioner o! revenue . ~ 
o ay invest t he monoy ln the Al uaka permanent fund in the investmonta de- ·, · ·' 

7 acrihed in AS 37,1J,120(g) oubjaoc to t he limitations of AS J7,l3,l20(h) nn\f J 
8 (i). 

• Sec, 10, 

10 * S11c. I 1, 

AS 37,10,065 La repoaled, 

. ,,!, 

I( ,, 
:·) 

··f I ' \i. 
-~( II Al aaka permanent fund to the l\lask4 .Permanent F.und Corporation as p,ov.l.ded ti 

12 000, 9 of thh Act, The remainder of th:t.a Act tiikea effect immediately :l.11 . 

Section 10 of thJ.a Act takea efrucc upon t r•nafer of the 

13 accordance w.l.th AS 01.10,070(0), 
1~ 

15 

18 

17 

18 

10 

10 
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Relating to hunting, 
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A $3.~.s-4Billion D,efictt 
\ 
1, 

' " • The legislature 
years 

' 
\ 

enacted heavy , 

• The state has several savin 
J 

• Revenue models show that if oi 

• Those savings will be gone in about 2 years · 

• We cannot wait and hope for high oil prices 

• The price of inaction now could be disastrous for the st 



A $3.~:4Billion [)efic 
We have seen this before 

'­
For dec~Eles 

.. 

~ 

This has been Volatile and Unstabl , 
,~:1 

We have been saved in the -past by.reb 

What is different today is: 

We no longer have the volume 

(oil would need to be over s108bbl to balance the budge' 

Einstein said "We cannot solve our problems with the same level of tH that created them." 
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Alaska's Fiscal Situation This Year (FY16) 

• From our savings 

• Other revenues 

• Oil revenues 

'Mlat we are spending How we are paying for it 

Gunnar Knapp- ISER 
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Historical and Projected End-of-"-.Ji Balances of State Reserve Funds 
(excluding the Pe,manent Fund) 

-
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Statutory 
Budget 
Reserve Fund 

• Constitutional 
Budget 
Reserve Fund 

Source for end-of-year fund balances through 2015 is Legislative Finance Division. Projections beginning 2016 assume 
drawdown of CBRF by future deficits resulting from general fund spending of $5.2 billion and DOR Fall 2015 revenue 
projections. 

• 2008-09: Record high oil prices under ACES 
• 2013: Low price and low volume- began draw down of SBR 
• 2018: We cannot pay our bills with savings 
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ow We are Spending $5,201 million 
6,000 

5,000 

4,000 Our projected FY16 deficit is $3.608 biJ/ion 

3,000 

2,000 
1,302 -1,000 

0 
Education 

1,645 

1,167 

Health All other 
agencies 

Most cuts would have to come 
from state agencies-including 

education & health 

469 500 - -Debt & retirement Oil tax credits 
obligations 

It would be 
very difficult 
to cut debt & 

retirement 
spending 

Cutting ·· 
credits 
affect 
produtJf; 

and reve' 

118 

Capital budget 

Very little 
capital 

pending is left 
to cut 
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close the gap 
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~' 
A sound fiscal solution 
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he Permanent 
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..... 
Potential Sources of Permanent Fund Earnings 

Our projected FY16 deficit is $3. 608 billion 

302 

Projected FY17 
earnings retained 

in the 
earnings reserve 

Projected FY17 
start-of-year 

earnings reserve 
balance 

Source: Alaska Permanent Fund Corporation projections as of 9130/15 

If you considerthe PF Dividend and Inflation proofing a 
It is our SINGLE LARGEST budget item 

;, 



Public 
School 
Trust 
Fund 

0.5% 

.. i 

-

Current Cash Flow 

21%of50%of 
5Years of 
Earnings 

Less 
Volatile 
Revenue 

/ __ /"~;:::$ 
·········· Necessary to 

Fill Deficits 



0.5% 

1. Change Roy.~lty '3e·rce11fage 

21%of50%of 
5Years of 
Earnings 

Less 
Volatile 
Revenue 

,, .. / ;;::::,~. 
··~- Necessary to 

Fill Deficits 



Public 

School 

Trust 

Fund 

0.5% 

2. Add P0MV Pay.out 

21%of50%of 
5Years of 
Earnings 

Less 
Volatile 

Revenue 

/ / -"~:::::. 
·· Necessary to 

Fill Deficits 



Public 

School 

Trust 
Fund 

0.5% 

3. Remove lnf,latior~r·Rr:Qqfing 

Inflation 
Proofina 

21%of50%of 
5Years of 
Earnings 

5%POMV 
Draw 

Less 

Volatile 
Revenue 

//'~:::~:s 
·········· Necessary to 

Fill Deficits 



Public 

School 
Trust 
Fund 

4. Change Dividend Source and .Calculation 

0.5% 

Statutory Net 
Income 

_____ s_•ea~ 8:/_/. __ ........... -...... / .// ... / ... -

Previous Year's 
Royalties 

Less 
Volatile 

Revenue 

........ -·····-······· 

............................. ~~aws as 

··········· Necessary to 

Fill Deficits 
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Public 
School 

Trust 
Fund 

0.5% 

PFPA vs. SB :a: 

74.5%of 
Previous Year's 

Royalties 

Less 
Volatile 

Revenue 

//-~::~:-. 
.,········ __ Necessary to 

. F.ill Deficits 

• 



Walker's Pra 
~ 

' f 
f ' 

• Royalties j o to Dividend un'Cler both 
• Gav's= 5'°16 of Royalties (-s:1.1 000 . 

• SB :1.:1.4= 74~5..% of Royalties (High 
" ~, 

• Gav's plan moves CBR a 

• Gav's plan is NOT a POMV _ . ·- ·· 
• Targets a set number (s3.3B)for withdrawal and'spe 

• This is telling the legislature you have "x" amounf ''t<Jllend every year 

• SB :1.:1.4 does not change oil tax revenue (still straight to GF) 



SB 144:The SWAP­
\ 

"t, 
', 

' 

... 

• Currently, 

• 30% of all Royalties and Rents from 

• Oil, Gas and Federal Mining revenue 

• Deposited into the Permanent 
Fund corpus 

• 0.5% of R & R to School Trust Fund 

• 69.5% deposited to General Fund 

alties 



SB 1"::l.4: Rents and 
f' 

ividend 

\ " '- \ 

' • 74.5%,of all R&R would 
' ~, 

• No Permanent Fu~ · 

• SB 114: puts a floor (guarantee) of s1,oot( 
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SB .~14: PF Reserve 
\ ~he G_e 

}1 

"t, 
• The exchange fbr R&R to Dividen 

• 5% of the totailfteua.Qf the Perm 
• Withdrawn from ER. --
• Deposited into General Fund 

• 

• This is often called a Percent of Market Value (P 
• Returns on PF investments average more than 5%' 

• Thus you inflation proof the PF plus the 25% R 
• The PF continues to grow 

ntand 
~ 

concept 



s 114: PF Rese.rve pr,..~gs~t:ceunt a'rid 
the General PIJnd 

,, 
lnflati'.oril>r'dofing? 

~; 

Moody's Est. Retum:0~11J~eJmanerlt~Eur@ ln:ilestments1= 6.8% 
,_.._-D ~l POMV Draw = 5% 

i - ,., - . -~' / To the Earnings Reserve Account= 1.8% 

To the Corpus ofth·e Permanent Fund= 25% of Royalties 



~ SB 114: R&R vsi P 
' f 

•'The effect is $2Bj,,lfi 
\ ,. 

't 
' ', 

~ 

• 74.5% of R&R to Di 
• 2016= -s2,ooo Dividend 
• 2017= -s1,150 Dividend (Revenu_ 

• 
• 5% of Permanent Fund ($518) goes to General Pun 

• FY17= s2Billion NET INCREASE TO GENERAL FUND 

This cuts the Deficit in HAL 
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UGF Revenue/ Bulfae.t ... Dividend Check 
($ millions) 

I $6,ooa I 

I • . • :&la,11. :ala. .. • f 
$5..00:, I 1• - I - I ; 
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$J.OOO 

R .. 1 
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Budget Reserves Permanent Fund 

Sl~ I I 
I 

FY Ending Balance 
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• 
$tt.aaa I .... I I 
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$1Q,IIII) $Sq,Q00 
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Divi-dend Chedc. Dividend·Che,ck 
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A Glide Path Forward, 
- " . . ' -

! I "If I had one hour to solve a problem, I would 
spend 55 minutes thinking about the problem 
and 5 minutes thinking about the solution." 

We nee.El a plan to address this problem 
.. 

In crafting S~ g I had th~se princiB 
', 

' 
1) The solution n~~to retain a 
2) The solution needed t_ . 
3) The solution needed to clearlr.g•e tne ~ 

• ... = 

so that downward pressure would ensure tha. .. t 
honest assessment of needs vs. wants 

4) The solution needed to be enduring to allow maxi 
over generations so that benefits and burdens are 

5) The solution needed to be Simple and Easy to lmpl 

- Albert Einstein 

udget 
t ''bf government 

ans could begin an 

use of our wealth 
d 



s 114: The o\Yera11 
• Ties the Dividend directly .to 

Currently structured to pa 
• (!an be structured to pay a di 
• P>etects the Dividend for fu 

', 
' 

• Gives the legislature "Glide 
• Additional budget cuts 
• New sources of revenue 

• Mai~tains downward pressure on the operating 
closing the gap 

This is considered "best practices" by other large endow 
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A Way Forwafj 
on the Alaska Bud 

Senate State Affairs Com 
Februa_ry 

Brad Keithley · 
President, Keithley Consulting, l .L 
Founder, Alaskans for Sustaina 
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Three Key Poin 

• Alaska is facing a budget challenge, but how,:bi: 

• There is a solid and realistic fiscal alternative 
doesn't rely on . PFD cuts or taxes 

• SB 128 and SB 114 are unnecessary, are iim 
(between the private and government se, 
may do more harm than good to the o:\fetffi 
economy 

February 4, 2016 



Alaska is facing a budget cha/le 
but how big is it 

February 4, 2016 
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There is a challenge .. 
GENERAL FUND UNRESTRICTED REVENUE: GENERAL FUND UNRESTRICTED REVENUE: 
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Fiscal Year 
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FALL 2015 FORECAST 
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Fiscal Year 

- FaH2013 
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If assumptions are ... 
• $80/bbl by FY 2020 (v. 

FY 2022) 
• 3% production decline 

(v. 5%) 
• New oil, #AKLNG & use 

of PFER 

• • • 

$10 

$5 

$0 
2016 

UNRESTRICTED GENERAL FUND (Bill $) 
• ? PF EARNINGS RESERVE 

Ji):::~== 
• CASH RESERVE 

.. ,• - _.,. . 

.~,; ;;_;:, ..... ,,p..;;'~'i<ii-f:.'P.:•, =-

o ? INCOME/SALES TAXES 

• NATURAL GAS 

·;.,lt~~~r 

~ 
• NEWOI. 

• CURRENT OIL REVENUES 

2020 2024 2028 2032 2036 2040 I a NON OIL REVENUES 

• Population growth of CHOOSE ASSUMPnONS AND USE 1HE FISCAL 10CJIS 10 

0.5% (v. 1%), then 
... long term sustainable 
revenue is $4.38 (w/o 
PFD cut or taxes) 

l!a!a:I 

ff'MO,..._. ----
FYZD17 
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The concern .. . 
• We are formulating fiscal policy projecting 

out from the bottom of a commod,ity cy: ···-· 
... and as a result may be assuming we net "~' 
more spending- or raise more "new" rev~ 
than necessary when looked at from a Ion 
perspective 
... in short, the reverse of the overspen 
problem we experienced from 201-l;,~ 
the Gov & Legis assumed oil woultl:'11 

• Alaska is a commodity based 
as a result needs to take a 
view, not a one year sna 

February 4, 2016 
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There is a solid and realistic /is 
alternative that doesn't rely on P: 

ortaxes 

February 4, 2016 



Core Principles.,. 

• Use an approach that looks at the full comma ···· 
cycle and develops a balanced, sustainable 
approach that smooths through the revenu'.e: 
and lows 

• Don't cut the PFD or impose other taxe:s,·Jf 
avoidable because of impact on Alaska· 
economy- and if not avoidable, only·:~fo 
it does not harm the overall Alasl(e 
short, don't overreact) 

February 4, 2016 



Approao 
Best approach remains Goldsmith model 

Keys 
• Set spending at long-term sustainable levels b. 

best reasonable long-term forecast 

• Use the Permanent Fund earnings reserve -
remaining after PFD and inflation proofing--
the balancing mechanism 

•. Remain alert to changes in key, long~t 
variables and adjust levels if there a~re. 
long-term changes 

February 4, 2016 



If assumptions are ... 
• $80/bbl by FY 2020 {v. 

• 

• 

FY 2022) 
3% production decline 
(v. 5%) 
New oil, #AKLNG & use 
of PFER 

• Population growth of 
0.5% (v. 1%), then 

... long term sustainable 
revenue is $4.38 (w/o 
PFD cut or taxes) 

February 4, 2016 
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Spending C 
FY 2016 compared to FY 2006 adjustedfQ 
inflation and population growth ... 

FY 2006 Adj v. FY 2016 
$b.U $5.4 

$S.O $4.1 
S'1.0 

$3.0 

S2.0 .. v-·- ,-.-·-
$C.5 $0 n $1.0 .. So.s SO.S So.1 so.:~ S- S· 

S· -- - -- -
Total UGF K 12 CJpi:al PERS/rRS 

• FY 2006Adj $4.1 SL2 ~0.5 s 
• FY2016 $5.4 $1.2 $06 $0.5 S0.1 $0.3 S2.6 

• ~ 2006 Atlj • FY 2016 

February 4, 2016 



lmplementati 

• Starting point: HB 136 (28th 

Legislature): 
''An Act requiring the 
governor's fiscal plan to 
include certain information'' 

• Reworked into an 
appropriate form, could be 
used as a substitute for 
Const. Art 9, Sec. 16 
("Appropriation Limit") 

February 4, 2016 
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SB 128 and SB 114 are unnecessa: 
imbalanced (between the privat 
government sectors) and may d 
harm than good to the over.a: 

economy 

February 4, 2016 
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• If the long-term sustainable 
revenue level is "'$4.3 
billion - and we can cut 
spending to that level - do 
we need to be adding 
revenue? 

• Until we have a better feel 
for where long-term oil 
and gas markets are 
headed, there is no 
compelling case for long­
term PFD cuts and taxes 
(i.e., overreacting) 

February 4, 2016 
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SB 128 and SB 1.1 

SB 128 and SB 114 are imbalanced between spen. 
(gov~t sector) and PFD (private sector) cuts ... 

Disposiliun of PFD under Gov') Pla11 ($8) 

$2 .~ 
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SO.>O 

S· • 
S(0.50) 
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- Gov(PFD1 so,. lll,o so,. $1),. 
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Sl.51> 
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$,1 .~U -, I I I I --51.LO 
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Percentage Cuts (PFD v. Spending) under Plans 
(induding Gov's tax) 
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Need to consider overall econo 
,, 

PFD cuts could do more harm than good ... 

"[M]ost of the cash from dividends will u/tim 
find its way into the Alaska economy to incn 
employment1 population1 and income . ... {I 
dividend instead had been diverted to s~ 
government,] the most likely alternatitiil 
PFD would probably have been to inti 
spending by state government . .. ~ Q 
would have generated less em 
increased income inequality_,._ ~-
Goldsmith {2010, looking ba·c 

February 4, 2016 



If new revenues are required~ taxe; 
do less harm than PFD cu-ts~:·~ 

"Reducing dividends to produce the same amo:u, 
revenues as would the proposed income tax 
actually cost Alaska more jobs and income tit 
would re-imposing an income tax .... n - Dr. Sc: 
Goldsmith {1987) 

" ... Alaskans are more likely to 
spend the Permanent Fund 
dividends ... ; almost all of the 
dividend money is paid to persons 
actually living in Alaska; and 
Permanent Fund dividends are 
generally taxed at a lower rate ... '' 

Selected Alaska Fiscal Options: Who Would Pay? 

February 4, 2016 
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My point.. 

• If the long term sustainable revenue level. is $.4,. 
billion and we reasonably can reduce spendi 
that level, SB 128 and SB 114 are unnecessa 

• The proposals also are imbalanced: They t 
much more from the private sector - thro,u 
and taxes - than they cut spending 

• While that helps the government econo ..•. ~ ,.1/ j 

the expense of Alaska's private econrJ 
oil is rapidly developing its own prob} 

• Tradeoffs between the two are n:o . 
(regional differences and can. ht,: 

February 41 2016 
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Three Key Poin 

• Alaska is facing a budget challenge, but it may 
be as big as some suggest 

• There is a solid and realistic fiscal alternativ 
doesn't rely on PFD cuts or taxes 

• SB 128 and SB 114 are unnecessary, areJ 
{between the private and government:1S 
may do more harm than good to the:,o 
economy 

February 4, 1016 Alaskanl1' 
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Outline for Today 

The Gap 

Bogus Solutions 

3 Real Tools in the Kit 

The Biggest Tool-Use Asset Earnings 

Compare Proposals to Use Earnings 

Assumptions 

Criteria for Choice 

Fragile Economy 
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GENERAL FUND UNRESTRICTED REVENUE: 
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Fiscal Gap : Bogus Solutions 

. Higher Oil Price 

. Hold Our Breath 

. Gas Line 

. Nickel and Dime Solutions 

. Zombie Solutions 

. Silver Bullets? 

=i 
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PF Draw (2017) -- a fixed amount 
that maintains future value of PF 

0$6 
&n 
~ 

~ $4 
Q 

z $2 
~ 
:::, 

~ $0 
I-

SPENDING FROM ASSETS: 
PER CAPITA 

2017 2021 2025 2029 2033 2037 2041 

I • FINANCIAL I 

I $4.2s TOTAL I 

$ 3.3 
$ .83 

STATE ASSET PORTFOLIO: 
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PF Draw (2017) -- a fixed 
percentage of PF value 

DRAW FROM ASSETS: 
REAL PER CAPITA 

~~ I J_ I I I I I 
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$ 2.8 

STATE ASSET PORTFOLIO: 
PER CAPITA 

0 $120 ~-~-~-~-~-~~ 

: $100 

2 $80 

0 $60 

~ $40 

~ $20 
0 $0 
:C 2017 2021 2025 2029 2033 2037 2041 
I- I • PETROLEUM I 



,.----, 
.......... 

Tradeoff 
Sustainable Spending 

DRAW FROM ASSETS: 
REAL PER CAPITA 

~: I I I I I I I 

I 

, TOTAL 

PF 

$3.55 

$ 3.55 

$ -

STATE ASSET PORTFOLIO: 
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Dealing with Volatility & Risk: 
Future Petroleum Revenues? 

Early 
2014 

Early 
2015 
Early 
2015 
(3yr ma) 

Early 
2015 
Early 

TOTAL 

$5".4 

$4.52 

$4.39 

$3".72 

$3.55 

SS-UGF 

$1.4 $4.5 

$1.4 $3.66 

$1.4 $3.53 

$1.4 $2.85 

$1.4 $2.68 

Pet Rev 

DOR price arid production; 
+ gasline, new production 

DOR price and production, 
+ gasline, new .,production 

DOR price and production, 
+ gasline, new production 

DOR price and production, 
+ new production 

DOR price and production 

J 



:) :::l D 

Approximating a Draw Mechanism: 
Total Spend from 3 Proposals 

2017 Tradeoff Fut'ure 
TOTAL Petroleum 
SPEND Revenue·s 

SB128 $4.25 Favor Conservative 
today 

$4.07 Favor Conservative 
today 

ss $3.55 Balanced Conservative 

SS (3yr ma) $4.39 Balanced More optimistic 





Job Growth in Alaska and the Nation4 
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Strategy Moving Forward ? 
+ THIS YEAR (at a minimum) 

- Budget Cuts 

- Structured Use of PF Earnings 

- Business and Use Taxes 

+ NEXT YEAR 
- 4 Sided Battle 

• More budget cuts 
+Income tax 

+Sales tax 

+Dividend reduction 

:) 





State of Alaska 

2016 Legislative Session 

Identifier: 

Title: 

SB 114SS-DOA-VCCB-02-03-16 

PERM FUND: EARNINGS, DEPOSITS, 

ACCOUNTS 

Sponsor: MCGUIRE 

Requester: (S)STA 

Expenditures/Revenues 

Fiscal Note 
Bill Version: 

Fiscal Note Number: 

() Publish Date: 

SB 114 

Department: Department of Administration 

Appropriation : Violent Crimes Compensation Board 

Allocation: Violent Crimes Compensation Board 

0MB Component Number: 2694 

Note: Amounts do not include inflation unless otherwise noted below. /Thousands of Dollars) 
Included in 

FY2017 Governor's 
Appropriation FY2017 Out-Year Cost Estimates 

OPERATING EXPENDITURES 
Personal Services 
Travel 
Services 
Commodities 
Capital Outlay 
Grants & Benefits 
Miscellaneous 
Total Operating 

Fund Source (Operating Only) 

Positions I Full-time 
Part-time 
Temporary 

I Change in Revenues 

Requested 
FY 2017 ... 

*** 

Request 
FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 ... ... ... . .. ••• 

0.0 *** *** *** *** *** 

o.o I ••• I 

Estimated SUPPLEMENTAL (FY2016) cost: 0.0 (separate supplemental appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

Estimated CAPITAL (FY2017) cost: 0.0 (separate capital appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

ASSOCIATED REGULATIONS 
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If yes , by what date are the regulations to be adopted , amended or repealed? 

Why this fiscal note differs from previous version: 
I Not applicable. Initial version. 
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FISCAL NOTE ANALYSIS 

STATE OF ALASKA BILL NO. SSSB 114 ----------2016 LEGISLATIVE SESSION 

Analysis 

The financial impact of th is bill on the Violent Crimes Compensation Board is indeterminate but potentially will significantly 
reduce available fund ing. The bill will change the way in which the permanent fund dividend is calculated, and it is more 
likely than not that the amount of the dividend will decrease as a result. Accordingly, the bill is likely to have the effect of 
significantly reduting the current source of state funding for the Violent Crimes Compensat ion Board (appropria t ion from 
the PFD fund) without any indication of how that funding would be replaced . 

This appropriation is not the only source of funding for the Violent Crimes Compensation Board. The Board also receives an 
annual federal grant. However, this is a formula grant, predicated on the prior year's certified state expenditures. Thus, if 
less state money is ava ilable to spend on grants to victims of crime, so federal funding would decrease the following year, 
hence zero revenue in FY16 onwards. 

(Revised 9/9/15 OMB/LFD) Page 2 of 2 
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Dividend Forecast 
Comparing the dividends anticipated under the status quo, the Alaska 

Permanent Fund Protection Act (SB 128), and SB114 

February 23, 2016 

Department of Revenue, Economic Research Group 



How to read box plots 

• We are 90% confident that the true value will be between the top 
and bottom of "whiskers" (the thin lines coming out of the box) 

• There is a 5% chance that the true value will be above the top 

• There is a 5% chance that the true value will be below the bottom 

We are 50% confident that the true value will be in the shaded area 

• The line between the blue and yellow areas is the median 

• There is a 50% chance that the true value will be above the median 

• There is a 50% chance that the true value will be below the median 
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Scenarios 
Status Quo 

• Mineral Royalties 
• 30% deposited in the Permanent 

Fund corpus 
• 69.5% deposited in the General 

Fund 

• Production Taxes: 100% deposited in 
the General Fund 

• Realized Investment Income: 
deposited in the ERA 

• Dividend: approximately half of 21% 
of the last 5 years of realized earnings 
drawn from the ERA 

• UGF: deficit filled with draw from ERA 
after CBR is exhausted 

APFPA 

• Mineral Royalties 
• 25% deposited in the 

Permanent Fund corpus 
• 74.5% deposited in the ERA 

• Production Taxes: 100% deposited 
in the ERA 

• Realized Investment Income: 
deposited in the ERA 

• Dividend: 50% of prior year 
mineral royalties from the ERA 

• UGF: $3.3 billion (adjusted for 
inflation starting in 2020) draw 
from the ERA to the General Fund 

SB 114 

• Mineral Royalties 
• 25% deposited in the 

Permanent Fund corpus 
• 74.5% deposited in the 

dividend fund 

• Production Taxes: 100% 
deposited in the General Fund 

• Realized Investment Income: 
deposited in the ERA 

• Dividend: 
• 74.5% of prior year royalties 

allocated to the dividend 
• Supplemental funds for the 

$1,000 dividend floor drawn 
from the ERA 

• UGF: 5% POMV draw from the 
ERA to the General Fund 
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Status Quo: projected dividend appropriation 
Limited by funds available after using earnings reserve to cover deficit once CBR depleted 
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• Under the status quo, we can anticipate 
appropriating between $1.5 and $1.7 billion 
each year for the dividend. 

• 

• 

However, the ongoing deficit would require 
drawing from the CBR and ERA for UGF 
expenditures as well. We expect to begin 
drawing from the ERA for UGF expenditures 
around FY19. 

Assuming we continue to pay dividends after 
FY19 when the ERA is the only source of funds 
to close the deficit, the ERA would likely be 
depleted by the end of FY22. Once savings are 
spent, only annual realized earnings are 
available for both the dividend and UGF 
expenditures . 

• The expected result of the status quo is an 
inability to fund the dividend after 2024. But, 
this moment could arrive sooner; there is a 
chance that there will not be funds available for 
the dividend as soon as 2021. 4 



Status Quo: projected dividends per person 
Limited by funds available after using earnings reserve to cover deficit once CBR depleted 
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• Under the status quo, we can expect 
dividends to exceed $2,000 through 2022 
or 2023. 

• 

• 

It is uncertain whether we would continue 
to pay dividends once the ERA is the only 
savings available for UGF expenditures 
(expected in FY19). 

But, the savings in the ERA will likely be 
depleted by FY22. Once savings are spent, 
only annual realized earnings are available 
for both the dividend and UGF 
expenditures. As a consequence, dividends 
will decline sharply beginning in 2023. 

• There likely will not be adequate funds for 
the dividend after 2024. 
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APFPA: projected dividend appropriation 
50% of royalties received in the prior fiscal year 
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• The APFPA proposes to allocate 50% of mineral 
royalties to the dividend program. 

• This dividend formula means appropriating 
around $0.6 to $0.7 billion for dividends in the 
next several years. While this is less than the 
formula under the status quo, the revenue 
stream allocated to dividends is separate from 
UGF needs and continues far into the future. 

• Dividends increase or decrease with the success 
or failure of resource development in Alaska. 

• The trend in this graph reflects the trend in the 
Department of Revenue's conservative 
production forecast. 

• There is great potential for additional 
development beyond what is reflected in the 
official forecast. 
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APFPA: projected dividends per person 
50% of royalties received in the prior fiscal year 
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• The APFPA proposes to allocate 50% of mineral 
royalties to the dividend program. 

• $1,000 dividend guaranteed for 2016 

• Thereafter, we can expect dividends around 
$1,000 for the next decade. While this is less 
than the formula under the status quo, the 
dividend survives into the future. 

• Dividends increase or decrease with the 
success or failure of resource development in 
Alaska. As long as resources continue to be 
produced from Alaska, the dividend also 
continues. 

• The trend in this graph reflects the trend in the 
Department of Revenue's conservative 
production forecast. 

• There is great potential for additional 
development beyond what is reflected in the 
official forecast. 
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SB 114: projected dividend appropriation 
74.5% of royalties received in the prior fiscal year 
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• SB 114 proposes to allocate 74.5% of 
mineral royalties to the dividend program. 

• This formula means appropriating around 
$1 billion for the dividend. While this is less 
than the formula under the status quo, the 
dividend can be paid for a longer period. 

• As with the APFPA formula, dividends 
increase or decrease with the success or 
failure of resource development in Alaska. 

• As shown in slide 13, this is not the total 
amount appropriated for dividends under 
SB 114. Additional funds must be taken 
from the ERA to maintain the $1,000 floor. 

• The trend in this graph reflects the trend in 
the Department of Revenue's conservative 
production forecast. 

• There is great potential for additional 
development beyond what is reflected in 
the official forecast. 
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SB 114: projected dividends per person 
74.5% of royalties received in the prior fiscal year 
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• SB 114 proposes to allocate 74.5% of 
mineral royalties to the dividend 
program. 

• This formula results in dividends that are 
50% higher than proposed in the APFPA, 
but following the same production 
forecast trend. 

• SB 114 also has a dividend floor of 
$1,000 per person. 

• To maintain the floor, we expect 
additional funds will be needed from the 
ERA to supplement the royalties by 2026. 
That said, there is better than a 1 in 4 
chance that supplemental funds may be 
needed as soon as 2018. 

• The trend in this graph reflects the trend 
in the Department of Revenue's 
conservative production forecast. 

• There is great potential for additional 
development beyond what is reflected in 
the official forecast. 9 



SB 114: dividend floor 
Supplemental funds need to maintain the $1,000 dividend floor from the ERA 
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• SB 114 provides a floor of $1,000 per 
person on the dividend. 

• Royalties may not be enough to provide 
a $1,000 dividend as production declines 
or under low oil prices. 

• SB 114 draws from the ERA to cover the 
shortfall and maintain the $1,000 floor. 
These supplemental draws are in 
addition to the 5% POMV draw. This 
graph shows the projected draws needed 
to maintain the floor. 

• To maintain the floor, we expect 
additional funds will be needed from the 
ERA to supplement the royalties by 2024. 
That said, there is better than a 1 in 4 
chance that supplemental funds may be 
needed as soon as 2018. 
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APFPA: projected dividends per person with a gas line 
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• A dividend formula based on 
mineral royalties increases with 
new projects and production 
not reflected in the official 
production forecast. 

• By example, this chart shows 
the impact of additional 
royalties resulting from the 
construction of a gas line. 
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SB 114: projected dividends per person with a gas line 

$3,500 

$3,000 

$2,500 

=$2,000 
C1l 
C 

-~$1500 - , 
C I 

$1,000 

$500 

$0 
I" 00 en O n N t'l'l ~ L/'l I.D I" 00 en O n N t'l'l ~ Lfl I.D I" 00 en 0 
nnnNNNNNNNNNNt'l'lt'l'lt'l')t'l')t'l')t'l')t'l')t'l')t'l')t'I')~ 
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 
NNNNNNNNNNNNNNNNNNNNNNNN 

~

95!16 

75!16 

Madan 

25'6 

596 

• A dividend formula based 
on mineral royalties 
increases with new 
projects and production 
not reflected in the 
official production 
forecast. 

• By example, this chart 
shows the impact of 
additional royalties 
resulting from the 
construction of a gas line. 
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Potential Increases North Slope Production 
Increases in production will increase the dividend beyond the current forecast : values for 50% royalty dividend 

lOK Tabasco, Meltwater, 03 Kuparuk Pools J[ 20-50 I[ 
Highly Likely 

(up to 10 or more pools?) 
$20-$30 

SOK 10% less than Milne Kuparuk Pool, 
.JI 150-250 IL 

Highly Likely 
20% less than Lisburne Pool (several pools?) 

- -
$100-$150 

lOOK I I 
25% higher than Northstar lvishak 

300-500 
Likely 

Pool, 33% less than Endicott Pool {a few pools?) 
$220-$280 

~~ 

SOOK 40% higher than Kuparuk Pool · 3,000-6,000 
Very Unlikely 

{one at the most?) 
$1000-$1500 

"'3x maximum Kuparuk Pool rate I 1.000-10.000 I Extremely Unlikely 
55% lower than Prudhoe Pool 

l,OOOK $2250-$2750 

* Qualitative estimates. Assumes development of certain discoveries, considers assessed undiscovered resource, likelihood and extent of exploration 
access to ANWR, OCS, and NPRA, and assumes at least three decade timeframe (TAPS remains mechanically and commercially viable through 2045 or 
longer). Does not attempt to capture unconventionals (heavy oil, shale oil) not currently economically exploited on the North Slope. 
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Method, In puts, and Assumptions 
• Forecast produced from the Alaska Permanent Fund Protection Act model, available at 

http:/ /gov.a laska.gov/Walker/priorities/new-sustainable-alaska-plan.html 

• Permanent Fund Starting Value: $52 billion 

• Realized portion of corpus: $40 billion 

• Realized portion of earnings reserve account: $6.5 billion 

• Unrealized earnings held by the fund: $5.5 billion 

• Constitutional Budget Reserve Starting Value: $7 billion 

• Investment Return: Callan Associate's 10-year forecast 

• Total return: 6.9% geometric, 13.90% standard deviation 

• Statutory return: PlO = 3.70%, PSO = 6.01%, P90 = 8.14% 

• Petroleum Revenues 

• Oil price: mean outcomes from probabilistic analysis of ANS oil prices using a PERT distribution from the fall price 
forecasting session. See Fall 2015 RSB (pages 33 and 104); also see note on slide 4 of this document 

• Production: Fall 2015 RSB (page 39) 
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Method, In puts, and Assumptions 
• Dividend Recipients: Department of Labor population forecast with dividend participation rate from historic data 

• Dividend Program Costs: Department of Revenue estimate of $8 million, increasing with inflation. The forecast 
does not include any other transfers from the dividend fund 

• Status Quo Draws for UGF: FY16 budget net of unrestricted General Fund revenues. The calculation likely 
underestimates the UGF draw as it does not account for anticipated growth in formula programs or large projects. 

2017 1 2018 2019.L 2020 202111 2022 2023 2024 2025 2026 2027 
$3,150 $3,124 $2,951 $3,061 $3,112 $3,241 $~,390 $3,517 $3,64d

1 
$3,812 $3,963 

• When earnings reserve account funds are limited priority is given first to the UGF transfer, then to the dividend 
transfer, and finally to the inflation proofing transfer to the Permanent Fund corpus 

• Unless otherwise stated, all dollar amounts are in nominal terms. 

• Unless otherwise stated, years are the calendar year in which the dividend is paid. 

15 



Method, Inputs, and Assumptions 

• Though the model uses the same 
underlying data, the petroleum 
revenues vary slightly from those 
reported in the Fall 2015 RSB for the 
reasons stated in this excerpt from 
page 43 of the RSB 

• For the gas line scenarios, natural 
gas was converted to barrels of oil 
equivalent (BOE) 

Fiscal Year 2018 2019 
Millions bbl/day 0.008 0.008 

Fiscal Year 2026 2027 
Millions bbl/day 0.109 0.171 

Fiscal Year 2034 2035 
Millions bbl/day 0.166 0.164 

At times. the department's forecast numbers may 
appear different for different analyses even if 1hey 
come from the s.ame data source. This can happen 
for many reasons and does not necessarily cf1r 
count otlher analyses, nor should it be considered 
an"error." 

One example is in petm1eum revenue forecasting, 
where results can differ depending on whether the 
department uses confidential mmpany-:speci:fic 
data versus statewide aggregated summary data. 

Anotiher example where differenca can occur is 
when the department provides deterministic and 

probabrl'istic results of o il revenue caJrulatians. 
The Revenue· Sources Book relies more heavily on 
deterministic (sin~le--value) inputs and resu'lts.. A 
probabiBstic analysis of oil revenues brings the 
poss[bitity of higher prices rn the petroleum tax 
calculation,. and because the tax calculation is 
progressive at higher prices. resulits can be higher 
than a deterministic analysis utilizing the same 
bask price data. 

Therefore, even ihough al l the department's moo­
ds start with the same set of data, the results can 
differ depen.c:Ung on assumptioru;, about central 
tendency and the d istribution of poten tial results. 

Projected AKLNG BOE Royalty Barrels 
2020 2021 2022 2023 2024 2025 
0.008 0.008 0.008 0.008 0.014 0.055 

2028 2029 2030 2031 2032 2033 
0.182 0.179 0.176 0.173 0.171 0.168 

2036 2037 2038 2039 2040 
0.162 0.160 0.158 0.156 0.155 

16 
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• The legislature has ena 
years 

• The state has several savings accounts, but 
Revenue models show that if oil prices do not reb 
be gone in about 2 years 

• We cannot wait and hope for high oil prices 

er the last 2 

• The price of inaction now could be disastrous fJA e state's future 
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Alaska's Fiscal Situation This Year (FY16) 

• From our savings 

• Other revenues 

• Oir revenues 
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When the CBR is gone 
The ERA will be required 

When the ERA is gone .... 

What do we draw from then? 
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' 
A P.ath Forward 

" t 

We neeil a plan to address the problem 
• ill 

In crafting S~ g I had th~se princip 
The solution neeued to: 

1) Retain a divid~ 
2) Reduce the volatility in 

\\If I had one hour to solve a problem, I would 
spend 55 minutes thinking about the problem 
and 5 minutes thinking about the solution." 

- Albert Einstein 

3) To clearly expose the size an~ c.;.,-,r gov . 
- so that downward pressure would ensure th~ kans could begin an 
honest assessment of needs vs. wants 

4) Be enduring to allow maximum use of our wealth cleooenerations so that 
benefits and burdens are shared 

5) Be Simple and Easy to implement 



What-SB 114 IS NOT 
t.' 

• 
It is NOT ~ \ 

t 

• A Raid on the' Rermanent Fund 
, 

). The Permanent· 

amendment 

). 58114 would only draw funds from the Earni 

• A way for Government to increase the Budget 

• A Dividend Killer 

stitutiona I 

Reserve Account 



Wha~SB 114 IS 
I t 

It IS 
• A way ~ connect Alas~ans dire ct 
• A way to w otect you rt dividen 

• Withou\, ~ st~uctural change 
' · years ' 

• A way to ensure tfia 
--.. 

• Police (public Safety) .. 
• Firefighters 
• Roads 
• Education 
• Health and Human Services 
• The Marine Highway 
• Parks and Recreation 
• Fish and Game management 
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SB114 Spending Liln ita- · 
~ Volatility i~ Commo 

,l. 

' • Without <'.J I Tax Revenue flowin 

~ Available'~ al Funds wi 
~ Some volatili · 

Unless limitations are put in P.,la, 

There are many options 

odity price 
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SB114 Spending Licnita- · 
' Volatility ir\ Commo 

~ 

'- \ 

The Legislature could consider 
',. 

l 

e volatility: 

)- Language that sa d 110% or 120% of 

previous years draw" - can., p· 

)- POMV could be 3%-8% depen~ing on returns1' tax revenue, cash flow 

needs, capital project outlays, etc ... 

)- Can create an overall spending cap 



A $3.5-4Billion Deficit-LVbl 
~ 

Com.modity Prices1 

We Hive seen this befgre 
~ . \ 

1\ \ .. , 
For decad~-

This has been Volatile and Unstahl 

We have been saved in the 

What is different today is: 

We no longer have the volume 

(oil would need to be over s108bbl to balance the budge 

Einstein said "We cannot solve our problems with the same level of thin hat created them. 11 



A $3.:'5-4Billion D.efic 

' ... , 

When? 

Einstein said "We cannot solve our problems with the same level of thin hat created them. 11 
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Distributed via Ben Sparks on behalf of Alaska's Future Co-Chairs: 
GCI President Ron Duncan and AFL-CIO President Vince Beltrami 

SB 114 Talking Points 

Implementing SB 114: 

Implementing SB 114, in addition to spending cuts and new revenues would: 

• Protect our dividend, and ensure our checks don't fall below $1,000 
• Protect Alaska citizens and businesses from what would otherwise be larger 

tax incr:eases 
• Protect vital public services, like education, transportation, and veterans 

services 
• Protect Alaska jobs 
• Would back Alaska away from the edge of a fiscal cliff, and create an 

economic environment in which businesses can plan continued investment in 
Alaska 

Back"round 

What is SB 114? 

SB 114 is a crucial part of the long-term solution to address our nearly $4 billion 
budget deficit. SB114 would cut our deficit in half using 5% of our permanent fund 
earnings, while protecting the Permanent Fund itself and ensuring Alaskans will 
receive a dividend check of at least $1,000. 

SB 114 would do four thin1:s: 

1. Protect our Permanent Fund 
2. Ensure everyone continues to receive a PFD check 
3. Cut our growing budget deficit in half 
4. Reduce our reliance on oil and gas revenues to fund our government 

How would SB 114 work? 

Our Current System 

1. Right now, our state budget is primarily funded from oil and gas revenue (a 
percentage of oil/gas/mineral royalties and rents) 

. 
2. Our PFD check is calculated based on a 5-year average of the fund's performance. 

3. We are expecting a $4 billion deficit this year because of low oil prices. 
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In short, our current system is structured such that we'll run serious budget deficits 
whenever the price of oil drops. SB 114 would reduce Alaska's dependence on 
the price of oil to balance our hud~et. 

Our System under SB 114: 

1. SB 114 would use our oil and 1:as revenue (a percentage of oil/gas/mineral 
royalties and rents) to pay our dividend, while ensurin1: our dividend checks do 
not fall below $1,000. 

2. SB 114 would take 5% of the value of the Permanent Fund, based on a 5-
year rollin1: avera1:e, and use that to fund Alaska's bud1:et. 

** SB 114 would not touch the Permanent Fund itself (corpus), and would only 
utilize a portion of the earnings to fund Alaska's government. 

In conclusion: SB 114 would restructure the Permanent Fund so that Alaska's 
government is funded by a stable source, the Permanent Fund earnings, instead of 
our budget being tied to oil and gas revenue. SB 114 would increase the life of our 
savings (Constitutional Budget Reserve, or CBR) and put us on a path to financial 
security. It would provide for a dividend check of around $1,000 and protect the 
PFD for generations to come. 

Will SB 114 fix our budget deficit? 

To fix our budget deficit, the legislature will need to cut spending and find new 
sources of revenue, but these alone will not come close to filling our budget deficit. 
That's why SB 114 needs to be implemented this year. 

SB 114 will cut our deficit in half, and is the cornerstone of a comprehensive 
solution that will also need to include spending cuts and new sources of revenue. 

What is the problem with Alaska and its budget? 

From 2005-2014, oil revenues have averaged 90% of Alaska's operation budget. 
With the price of oil falling below $30 a barrel, Alaska doesn't have enough money to 
pay its bills, creating a massive budget gap. At this rate, our savings will be gone in 
Jess than two years. We need to implement a common-sense, Jong-term solution that 
solves Alaska's budget challenge. The solution to our budget deficit requires a 
comprehensive solution including the implementation of SB 114, cutting the size of 
government, and finding new sources of revenue. 

Why not cut more and/or find new sources of revenue? 
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We understand there needs to be spending cuts, and our state will need new sources 
of revenue, but these alone will not come close to filling our nearly $4 billion budget 
deficit. Solving our budget shortfall long-term will require a comprehensive solution 
of SB 114, spending cuts, and additional sources of revenue. 

This will allow us to keep taxes low, preserve vital public services, and ensure we 
protect our Permanent Fund dividend for generations to come. 

What would happen ifwe don't implement SB 114? 

If we don't implement SB 114, our savings will be depleted in two years. Alaska will 
have no choice but to implement painful cuts to vital public services, coupled with 
painful tax increases that will hurt every Alaskan from every walk of life. We will 
face an almost certain recession, which will deal a crippling blow to Alaska's private 
sector. 

Further, our Permanent Fund will be in jeopardy, and the Permanent Fund dividend 
program will almost certainly end in two to three years. 

Does SB 114 keep the PFD in place for future generations? 

Ifwe don't implement SB 114, our PFD check will likely stop, and our Permanent 
Fund will be in danger. 

SB 114 keeps the dividend payment intact for all Alaskans, ties it to resource 
development, and guarantees it will never fall below $1,000. This creates a direct 
financial incentive to successfully develop our resources, leading to a higher 
individual payout. 

SB 114 would protect the Permanent Fund itself, while ensuring every Alaskan 
continues to receive a PFD check for generations to come. 

Can implementing SB 114 wait until next session? 

No. This would lead to painful cuts to vital public services, on top of painful tax 
increases that would hurt every Alaskan from every walk of life. 

We would then be in the exact same position we're in now, except half of our savings 
would be depleted, our credit would likely be downgraded, our private sector will 
have retracted, and our state would be on the brink of recession. 

We need to act this session. 



February 16, 2016 

Alaska Permanent Fund Corporation 
P. 0 . Box 115500 Juneau, AK 99801 

Tel: (907) 796-1500 Fax: (907) 586-2057 

Senator Bill Wielechowski 
VIA EMAIL 

Dear Senator Wielechowski -

In a letter dated February 12, 2016 to Department of Revenue Commissioner Hoffbeck, 
you asked four questions regarding inflation proofing transfers. You asked for the same 
information during the Senate State Affairs Committee hearing on February 16, 2016. 
This letter serves to answer both your written questions and those asked in committee. 

1) History of all appropriations to the Alaska Permanent Fund from the Earnings 
Reserve Account. 

Fiscal Fiscal Fiscal Fiscal 
Year Transfer Year Transfer Year Transfer Year Transfer 

1980 $0.3 1990 $454.0 2000 $422.9 2010 $0.0 

1981 $0.2 1991 $558.8 2001 $685.9 2011 $533.2 
1982 $0.0 1992 $476.9 2002 $602.3 2012 $1,073.1 

1983 $231.2 1993 $362.5 2003 $352.1 2013 $703.0 
1984 $150.9 1994 $372.3 2004 $524.1 2014 $585.6 

1985 $234.6 1995 $347.6 2005 $641.0 2015 $624.4 

1986 $216.4 1996 $407.1 2006 $855.9 
1987 $148.1 1997 $485.6 2007 $860.4 
1988 $302.9 1998 $422.7 2008 $807.7 
1989 $360.2 1999 $288.2 2009 $1,144.3 
1980 $0.3 1990 $454.0 2000 $422.9 

Notes: 
1980: Realized gains retained in Fund principal, per note page 7 of FY80 annual report. 
1981: Note page 9 in FY81 's annual report. "Net realized gain on transactions retained in 
the Fund's principal is $219,388". 
2003: FY03 inflation proofing= $352,052 and the special FY03 appropriation of $354.2 
will be reclassified as pre funding inflation proofing for FY04. 
2010: The statutory inflation proofing transfer calculation produced a negative number. 
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2) Forecasted calculation of the 2015 Permanent Fund Dividend and balance of the 
Permanent Fund Corpus if the State of Alaska had not inflation-proofed the Fund. 

The statutory dividend calculation is based on the statutory net income from both the 
principal and the earnings reserve account. If the inflation proofing transfers had not 
been made over the years, the transfer amount would have remained in the earnings 
reserve and as a result the dividend amount for FY2015 would be the same as what was 
paid out. 

At the close of fiscal year 2015, the principal of the Permanent Fund was valued at $45.6 
billion and the earnings reserve was valued at $7.2 billion. If the inflation proofing 
transfers had not been made, the value of principal would have been $26.7 billion and 
the value of the earnings reserve would have been $26.1 billion. In either scenario, the 
total value of assets under management would be the same: $52.8 billion . 

3) Projected impact over the next 20 years on both the Permanent Fund and the 
Permanent Fund Dividend if the State of Alaska does not appropriate funds for 
inflation proofing in FY17. 

APFC's projections for the Permanent Fund extend out ten years, so we are unable to 
model the impact of the proposed action over 20 years. 

Current projections show the ending balance of the principal of the Fund in fiscal year 
2026 as $68.5 billion and of the earnings reserve as $15.4 billion . If the projected 
inflation proofing transfer of $896 million was not made in fiscal year 2017, the principal 
balance for the close of fiscal year 2026 is projected to be $67.3 bill ion and the earnings 
reserve would be $16.5 billion . In either scenario, the total value of assets under 
management would be the same: $83.8 billion . 

The statutory dividend calculation is based on the statutory net income from both the 
principal and the earnings reserve account. If the inflation proofing transfers for fiscal 
year 2017 is not made, the transfer amount will remain in the earnings reserve and as a 
result future dividend projections remain the same. 

4) Projected impact on both the Permanent Fund and the Permanent Fund Dividend 
over the next 20 years if the State of Alaska does not appropriate funds for inflation 
proofing for the next 10 years. 

APFC's projections for the Permanent Fund extend out ten years, so we are unable to 
model the impact of the proposed action over 20 years. 

Current projections show the ending balance of the principal of the Fund in fiscal year 
2026 as $68.5 billion and of the earnings reserve as $15.4 billion . If the inflation proofing 
transfers, projected to total $10.3 billion, are not made over the next ten years, the 
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earnings reserve is projected to be $55.2 billion and the earnings reserve would be 
$28.6 billion . Total assets under management would remain the same, and the 
projected dividend would not change as explained above. 

Sincerely, 

Angela Rodell 
Executive Director 

cc: Randall Hoffbeck, Commissioner, Department of Revenue 
Senator Bill Stoltze, Chair, State Affairs Committee 
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Objectives 
~ ~ 

• Build a financial model that simulates the impact of each of the proposals on the 
permanent fund. 

.,. 

• Compare each proposal to the status quo using a consistent set of capital markets 
assumptions and asset allocation assumptions. 

• Evaluate each proposal in the context of a series of key financial variables: 
- In-flows, out-flows, net-flows; 

- Market value (nominal and real); 

- Statutory net income; 

- Earnings reserve balance; 

- Variability of distributions, real market value, and earnings reserve balance. 

• Simulate using both deterministic and stochastic models. 

• Discuss potential implications for asset allocation policy, liquidity policy, and cash­
management and forecasting policies. 

Callan Knowledge. Experience. Integrity. 2 



Capital Market Assumptions 
Projected Return and Standard Deviation 

• Employed Callan's 2015 10-year Projected Return and Standard Deviation 

capital market expectations for all 
Annualized models. 

Projected 10-Year Annualized 
• Expectations are developed Arithmetic Geometric Standard 

annually and used for strategic Asset Class Return Return Deviation 
planning work for all client types. US Equity 9.15% 7.60% 19.0% 

• Represent long-term consensus Non US Equity 9.80% 7.80% 21.5% 
expectations. Private Equity 13.55% 8.50% 33.0% 

Absolute Return 5.55% 5.25% 9.3% 
• Designed to work as a set in Real Estate 7.35% 6.20% 16.5% 

optimization and simulation 
Infrastructure 6.80% 5.50% 17.0% analysis. 
US Fixed Income 3.05% 3.00% 3.8% 

• Generally these expectations High Yield 5.50% 5.00% 11.1% 
evolve slowly with only modest Non-US Fixed Income 2.70% 2.30% 9.4% 
year-to-year changes. TIPS 3.10% 3.00% 5.3% .. 

.. Inflation 2.25% 2.25% 1.5% 

Callan I Knowledge. Experience. Integrity. 3 



Capital Market Assumptions 
Projected Correlation Matrix 

Projected Correlations between Asset Classes 

Non US Private Absolute Infra US Ftxed High 
Asset Class US Eguity Egu~ Eguity Return Real Estate Structure Income Yield 
US Equity 1.00 
Non US Equity 0.88 1.00 
Private Equity 0.94 0.93 1.00 
.Absolute Return 0.76 0.73 0.74 1.00 
Real Estate 0.73 0.67 0.72 0.59 1.00 
Infrastructure 0.63 0.55 0.60 0.55 0.65 1.00 
US Fixed Income (0.11) (0.12) (0.18) 0.10 (0.02} (0.10} 1.00 
High Yield 0.60 0.59 0.61 0.54 0.54 0.55 0.04 1.00 
Non-US Fixed Income 0.01 0.01 (0.06} (0.08) (0.05} (0.10} 0.51 0.12 
TIPS {0.05} {0.05} {0.09} 0.07 0.01 0.20 0.58 0.03 

• Projected correlations between asset classes are the third dimension of capital market 
expectations. 

• Historical trending behavior is evaluated for each pair in the matrix. 

Non-US 
Fixed 

Income 

1.00 
0.34 

• Correlations must be consistent (positive semi-definite) as a set in order to work properly in 
optimization and simulation analysis. 

Callan \ Knowledge. Experience. Integrity. 

TIPS 

1.00 
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Assumed Asset Allocation 
Used Actual Asset Allocation as of June 30, 2015 

?:> 

• Employed consistent asset 
allocation across all models to 
allow for apples-to-apples 
comparisons. 

• Quarterly rebalancing was 
assumed which yields more 
comparable results across the 
models. 

• Rebalancing assumptions are 
important because they impact 
turnover in the portfolio which 
results in gains realization. 

Callan Knowledge. Experience. Integrity. 

Asset Class 
US Equity 

Non US Equity 

Private Equity 
Absolute Return 

Real Estate 

Infrastructure 
US Fixed Income 
High Yield 
Non-US Fixed Income 
TIPS 

Total 

APFC 
Current 

Allocation 
17% 
24% 
10% 
12% 
12% 
3% 

17% 
1% 
2% 
2% 

100% 

Projected 10-Year Annualized Geometric Return 6.90% 
Projected Annualized Standard Deviation 13.90% 

- - - ----- - - ·· · --· --- - - - ----- -
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Additional Assumptions Impacting Return Projections 
Actual Experience through January, 2016, and Rising Rates 

;;;, 

• Estimated total return for Fund 
through January 29, 2016 (per 

Projected Annual Pannanent Fund Total Return 
(Median Projected Geomebic Retum by Year) 

daily report) was -6.18%. a.00% -r----------------------

• Employed actual return for 
first 7 months and 5/12 of 
standard Callan 2016 return 
projection for last 5 months to 
yield projected return of 
-3.72%. 

• Projected returns in 
subsequent years employed 
Callan's standard model which 
calls for gradually rising rates. 

• Rising rates results in lower 
bond returns in earlier years 
and higher returns in later 
years, reaching equilibrium in 
approximately 2027. 

Callan I Knowledge. Experience. Integrity. 

6.00% -t---

4.00% ---

2.00%---

0.00% 

-2.00% 
• Total Return 

-4.00% - - - ------- --- ---- --------

-6.00% ~----------- --- - - - ·-- ---- ---
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 
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Key Financial Variables 
Monitoring these variables allows us to compare and contrast proposals 

• In-flows, out-flows, net-flows; The key financial difference between the status quo 
and the three proposals is the size, timing, and variability of flows into and out of the 
fund. 

• Market value (nominal and real); Market value is impacted by return and net-flows 
over time. Real market value is an indication of whether Fund is maintaining its inflation 
adjusted purchasing power over time. 

• Statutory (realized) net income; Net-flows will also impact gains realization which 
impacts this variable. Realized income determines the size of the Earnings Reserve 
account over time. 

• Earnings Reserve balance; The size of this account is the limiter on distributions. As 
long as it remains large relative to pay-outs, pay-outs can be maintained during volatile 
markets. 

• Variability of distributions, real market value, and earnings reserve balance; 
Examining all variables in the context of simulated market volatility allows us to 
understand the sustainability of each approach in median-case and worst-case 
outcomes. 

- - --- ----· ---- - --- . ------

Callan I Knowledge. Experience. Integrity, 7 



Comparing the Proposals 
Key Assumptions Impacting Financial Modelling 

Deposits 

Additional appropriations to 
Principal 

Income 

Deposits 

FY 2016 Dividend 
Distribution 

Distributions 

Limitation on Total 
Distribution 

Timing of Draw 

Status Quo 
30% royalties 

Change in inflation rate 
applied to principal 
balance at end of year 

,,-~Nm~cane 

I Status Quo 

I I Half of 21 % of five-year 
total statutory net income 

Earnings Reserve 
Balance 

End of July 

Callan Knowledge. Experience. Integrity. 

S8128/H8245 
25% royalties 

ER balance in excess 
target (target = 4 X 
distribution) 

I Staluto~ Nm Income 
$3b from CBR in FY17, 
74.5% royalties, 100% 
Jroduction taxes 
Amount necessary to pay 
$1,000 dividend 

$3.3b through FY19, 
optional inflation 
adjustment thereafter, 

us 50% afro lties 
Earnings Reserve 
Balance 

Throughout year 

S8114/HB303 HB224 
25% royalties 25% royalties 

!Statutory Net Income Statutory Net .,come 

Paid from distribution to Status Quo 
government fund 

5% of lagged five-year 4.5% of lagged five-year 
average market value average market value 

Earnings Reserve Earnings Reserve 
Balance Balance 

Throughout year Throughout year 
(simplifying assumption) 

8 



Projected Net In-Flows to Fund 
Contributions 

• In-flows are shown on a cash­
basis in the year in which they 
are projected to occur. 

• Oil revenue projections are 
based on the Fall 2015 
Revenue Sources Book 
projections. 

• SB128 assumes one-time 
transfer of $3 billion from CBR 
in FY 2017. 

;;;, 

$4,500,000 

$4,000,000 

$3,500,000 

$3,000,000 

$2,500,000 

$2,000,000 

$1 ,500,000 

$1 ,000,000 

$500,000 

$0 +.al - Ll-

;!:> 

Projected Annual In-Flows 
(Oil Revenue and CBR Transfer, 

I 
• Status Quo 

• S8128/HB245 
•SB114/HB303 
• HB224 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

• SB128 also transfers additional 
oil revenues in each year. 

• Status Quo receives 
approximately 30% of royalties. 

• Both POMV plans receive 25°/o 
of royalties. 

Callan Knowledge. Exparlanca. lntagrtty. 

,l.nnu a l In-Flu.-, 

21111 
2017 
21111 
2011 
211211 
21121 
2022 
2023 
2024 
211125 

S-YNrTatal 
10.v .. ,oai 

StJtus Ouu 

$287,881 
$328,878 
$362,445 
$390,848 
$376,888 
$380,751 
$361,130 
$338,812 
$320,244 
$301 ,859 

$1,744,1138 
$3,447,235 

SB128/HB245 SE 114 HB30 ~ HB224 
$287,881 $287,681 $287,881 

$4,271,982 $272,3911 $272,31111 
$1,476,919 $302,037 $302,037 
$1,581.881 $325,541 $325,541 
$1,545,838 $314,155 $314,155 
$1 ,581,253 $317,292 $317,282 
$1,504,838 $300,942 $300,842 
$1,408,783 $282,178 $212,178 
$1,354,701 $288,870 $288,1170 
$1,301,1172 $251 ,548 $251,548 

$9,178,458 $1,501 ,812 $1,501,612 
$18,328.908 $2,920,643 $2,820,643 
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Projected Out-Flows From Fund 
Total Distributions 

• Status quo employs standard 
dividend distribution formula. 

• S8128 assumes $3.3 billion 
distributions through 2019, and 
inflation adjusted thereafter. 

• S8128 assumes an additional 
distribution in FY 2017 sufficient 
to support a $1,000 dividend 
(approximately $650 million). 

-~ 

$0 

($1 ,000,000) 

($2,000,000) 

($3,000,000) 

($4,000,000) 

($5,000,000) 

• Status Quo 

• SB128/HB245 

•SB114JHB303 

($6,000,000) - • HB224 

;:J:> 

Projected Annual Out-Flows 
(Total Distributions) 

• S8114 assumes distributions 
equal to 5% of 5-year average 
market value for all years. No 
additional distribution for 
dividend in FY 2017. 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

• HB224 assumes distributions 
equal to 4.5% of 5-year average 
market vafue for all years, plus 
FY2016 status quo dividend 
distribution in 2017. 

- ---- - - ----- - - ------ ---

Callan j Knowledge. Experience. Integrity. 

A1111 ua l Out -Flo 11 

2011 
2017 
2011 
2011 
2020 
21121 
2022 
am 
2024 
202I 

~Year Total 
10-Year Totlll 

S tJ t11 s Ouu 
($1,373,102) 
($1,320,348} 
($1,350,1"'6) 
($1,271.987) 
($1 ,162,892) 
($1 ,150,580) 
($1,303,399) 
($1 ,488.242) 
($1,632,093) 
($1,788,848) 

($8,478,475) 
($13,828,837) 

SB128/HB245 SB 114 HB203 HB224 
($1,373,102) ($1,373,102) ($1 ,373,102) 
($3,951,851) (12,2113,849) ($3,384,832) 
($3,844,797) ($2,'403,248) ($2,151,040) 
($3,904,074) ($2,500,479) ($2,230,298) 
($4,025,331) ($2,584,857) ($2,281,882) 
($4,078,481) ($2,578,279) ($2,289,872} 
($4,162,384) ($2,589,892) {$2,298, 182) 
($4,208,058) ($2,634,717) ($2,350,870) 
($4,252,889) ($2,707,171) ($2,427,432) 
($4,305,064) ($2,786, 178) ($2,508,744) 

($17,098,956) ($11 ,135,135) ($11 ,420,751) 
($38,108,633) ($24,430,371) ($23,298,832) 

- ----·- - - - ----- -- - - · -·· ------
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Projected Net Cash-Flows 
Contributions minus Distributions 

• Net cash-flow shows total dollar 
impact on the Fund each year. 

• Status Quo is the lowest, 
distributing about half the 
amount of the three proposals 
over 10 years. 

• The three proposals have 
similar total distribution levels 
over 10 years. 

$500,000 

$0 

($500,000) 

($1,000,000) 

($1 ,500,000) 

($2,000,000) 

($2,500,000) 

($3,000,000) 

($3,500,000) 

~ 

Projected Annual Net Cash..flow 
(Distributions net of Contributions) 

•SB114IHB303 

• HB224 
• The pattern is quite different 

between SB 128 and the two 
POMV proposals due primarily 
to the additional contributions 
from CBR and oil. 

2016 2017 2018 2019 2020 2021 2022 2023 

- ------------
Callan Knowledge. Experience. Integrity. 

.\nnua l Nt:I Fl c, w 
2011 
2017 
2011 
2011 
2020 
2021 
2022 
21123 
2024 
202I 

S-YurTolal 
10.Y .. Total 

S ! 3 tl1 S OL,0 

($1,085,421) 
($893,470) 
($987,701) 
($811,338) 
($785,908) 
($780,829) 
($842,269) 

($1,129,830) 
($1,311,849) 
($1,484,988) 

($4,733,836) 
($10,382,402} 

S8128/HB245 SB 114 Hc:3 C3 
($1,085,421) ($1,085,421) 

$320,311 ($2,021 ,250) 
($2,365,878) ($2, 1D1,211) 
($2,312,113} ($2,174,939) 
($2,479,395) ($2,250,502) 
($2,487,228) (S2,2II0,987) 
($2,657,545) ($2,288,950) 
($2,789,275) ($2,352,541) 
($2,897,989) ($2,440,300) 
($3,003,193) ($2,533,1127) 

($7,922,497) ($9,833,323) 
(S21 .m.727) ($21,509,728) 

--- ----- ·-·-----· 

~ 

2024 2025 

HB224 
($1 ,085,421) 
($3. 112,233) 
($1,849,003) 
($1 ,904,756) 
($1,967,528) 
($1,972,380) 
($1,997,220) 
($2,088,894) 
($2, 180,582) 
(12.258, 196) 

($9,918,939) 
($20,375,9110) 
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Projected Ending Market Value 
Nominal Dollars ,;,.. 

• Consistent with what the net 
flows would suggest, Status 
Quo results in the highest 
market value at the end of 1 O 
years. 

• The three bills are only slightly 
different in this dimension. 

• SB 128 starts out with a higher 
market value due to the CBR 
transfer and the lower dividend 
distribution for FY 2016. 

$90,000,000 , 

$80,000,000 1 
$70,000,000 

$60,000,000 

$50,000,000 

$40,000,000 

$30,000,000 

$20,000,000 

$10,000,000 

$0 
2016 

;:.; 

I I 
• Status Quo 
• SB12MIB245 
• SB114IHB303 
• HB224 

2017 2018 

• The larger draws in later years 
for SB 128 result in the market 
value growing more slowly than 
for the other proposals. 

Ending M Jrh·t VJ lu t: St~tt,s Quo 
2011 $49,n&,818 
2017 $52,058,624 
2011 $54,881,107 
2011 $57,815,700 
2ll20 $80,951,504 
2021 $&4,344,11811 
2022 187,835,357 
2Cm $71 ,421.810 
202A $75,109,444 
2025 $78,898,520 

Callan I Knowledge. Exparlenca. ,ntagrity. 

Ending Market Yalue 
(Nominal D0lan1) 

2019 2020 2021 

S8128/HB245 
$50,448,515 
$50,938,833 
$52.085,079 
$63,450.183 
$54,789,750 
SSB,223,415 
$57,670,850 
$59,108,138 
$80,582, 150 
182,029,731 

:;;:, 

2022 2023 

S811-t HE:;:,J3 

$51,100,188 
$50,0511.178 
151,271,142 
$52,575.910 
$53,985,825 
156,582,887 
$57,301,502 
$58,071.874 
$80,1174,040 
$82,724,883 

2024 2025 

H8224 
$49,779,818 
$49, 139,249 
$50,582,854 
$52, 101,5111 
153,787,804 
$515,838,304 
$57,648,145 
$69,708,808 
$61,824,347 
$&4,008,833 
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Projected Real Ending Market Value 
Inflation Adjusted 2015 Dollars 

• Ina standard endowment 
model the objective is often to 
preserve the purchasing power, 
or inflation adjusted market 
value. 

• All proposals result in a 
(slightly) higher real market 
value at the end of 2025 
assuming median capital 
market results. 

• This would imply that they all 
have a roughly 50% chance of 
preserving real market value in 
2015 dollars. 

• Status quo results in 
meaningfully higher real market 
value. 

Callan Knowledge. Experience. Integrity. 

$90,000,000 

$80,000,000 

$70,000,000 

$60,000,000 

$50,000,000 

$40,000,000 

$30,000,000 

$20,000,000 

$10,000,000 

$0 

I I 
• Status Quo 
• SB128/HB245 
• SB114n-tB303 
• HB224 

Ending Market Value 
(Nominal Dolars) 

2016 2017 2018 2019 2020 2021 

Reil l E 11cl11HJ M:i rh, t 

Va lu e 
StJtt.'.3 Ouv 

2011 $48,884,419 
2017 $49,792,743 
2011 $51,150.202 
2011 $52. 773,3711 
2020 $54,534,081 
2021 $58,303,427 
20Z2 $58,051 ,427 
21123 $58,775,1151 
21124 '61,478,703 
21m '63,159,8115 
1. Markel .... 84U1led la 6/300015 dclln UI~ Clfflulaihe .-..&kn 

SB128IHB245 

$49,338,401 
'48,719.778 
'48,721,808 
$48,888,545 
$49,021,084 
$49,198,853 
'49,352,781 
$48,.489,1188 
$49,571,428 
$48,1165."28 

~ 

2022 2023 

SE:,1 1-l HB ~1)3 

'49,975,712 
'47,877,452 
'47,980,427 
$48,0911, 722 
$49,301,783 
'48,838,200 
'49,038,875 
$48,438,349 
$49,828,717 
$50,211,728 

2024 2025 

HB224 

'48,684,419 
'47,000,438 
'47,297,875 
'47,684,794 
'48,108,717 
'48,683,117 
'49,331,810 
$49,972,423 
$50,604,564 
$51,237.968 
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Projected Ending Earnings Reserve Balance 
Limitation on Distributions 

• Earnings Reserve is equal to all 
of the cumulative realized gains 
(and income) to date, net of 
distributions and appropriations 
to principal. 

• By constitution it places a limit 
on spending from the 
Permanent Fund. 

;I:> 

$16,000,000 

$14,000,000 

$12,000,000 

$10,000,000 

$8,000,000 

$6,000,000 

$4,000,000 

$2,000,000 

$0 

I I 
• Stab.ls Quo 
• S812BIHB245 

• SB114/HB303 
• HB224 

,'3:> 

Earnings Reserve Balance 
(Raallzed Balance plus Unreserved Unrealized Gains) 

• Keeping a healthy balance in 
the ER is critical to keeping 
distributions stable through 
down markets. 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

• S8128 maximizes the size of 
the ER early which provides 
some additional insurance that 
distributions can be made in 
sustained bear markets. 

• Status Quo results in the 
highest balance after 10 years. 

Callan I Knowledge. Experience. Integrity. 

EJ rn 1n 9s Rester·. "' 
B3 IJ11cce 
2011 
2017 
2011 
2011 
2020 
2021 
21122 
21123 
21124 
2021 

St.i tus Ouu 

$8,959,529 
$8,718,111 
$8,864,085 
$7,"38,381 
$8,333,884 
$9.382,703 

$10,580,5119 
$11,955,181 
$13,489,537 
$15,127,032 

SB1281HB245 S B1 1--1HB :C~ HB2 24 
' 

$7,675,1189 $8,372,689 $8,959,529 
18.4411.838 $7,809,255 18,735,782 
$9,249,035 $7,778,167 $8,887,517 
$9,354,922 $7,923,350 $7,244,245 
$9,631 ,001 $8,271,251 $7,830,037 

$10,097,375 $8,880,503 $8,878,843 
S10,897,4BO $9,679,841 $9,780,232 
$11,3118,084 $10,880,827 $11,074,118 
$12,201 ,325 $11,824,883 $12,530,335 
$13,100,9411 $13,099,813 $14, 135,227 
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Projected Net Additions to Earnings Reserve 
Contributions, Distributions, Statutory Net Income, Appropriations 

:;:;;; 

• Net contributions to Earnings 
Reserve allow you to see the 
large differences between the 
three proposals and Status 
Quo. 

• The front-loading by SB128 is 
created by the reduced $1,000 
dividend distribution for FY 
2016, and the transfer from the 
CBR. 

$2,500,000 

$2,000,000 

$1,500,000 

$1,000,000 

$500,000 

$0 

($500,000) 

($1,000,000) 

Net Additions to Earnings Reserve 
(Contributions, Statutory Net Income, Dlsbibutians, Appropriations) 

I 
• Status Qua 

• S81281HB245 

• SB114n-tB303 
• HB224 

• SB114 achieves this as well (to 
a lesser extent} by not having a 
dedicated dividend distribution 
in FY 2016. 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

• Status Quo is projected to have 
negative years in 2017 and 
2018 due to significant gains 
realized over last five years, 
and a down market this year. 

Callan I Knowledge. Experience. Integrity. 

Ne t Arld 1t1 o n s to 

Earn ing s Res~ r, " 
2016 
2017 
2011 
2011 
2020 
2021 
2022 

21123 
21124 
21121 

5-YearTotal 
10-Ye•Tatal 

St:itus Cuo 

$273,308 
('387,041) 

($4,820) 
$384,124 
$864,sn 
$787,354 
$917,023 

S1,043,888 
$1,184,518 
$1,279,622 

$930,349 
$8,122,754 

SB1281HB245 SB11-, HE:o :u: HB224 

$942,008 11 ,593,858 $273,308 
$1,1189,21!'7 ($388,387) ($102,088) 

($405,114) ($185,039) $1,847 
(181 ,79'1) $1 ,849 $204,738 
$112,140 $197,755 $415,269 
12119,020 $414,782 $843,1198 
$430,753 $819,937 $861 ,579 
$526,905 $783,709 $1 ,030,1123 
$626,894 $911,887 $1,169,880 
$714,738 $1,025,273 $1 ,285,7118 

$2,536,501 $1,219,924 $793,094 
$5,134,710 $4,975,51t $5,795,299 

15 



~ 

Projected Statutory Net Income 
Realized Capital Gains and Income 

• Statutory Net Income is 
function of coupon and 
dividend income plus realized 
capital gains. 

• Realized capital gains are 
impacted by turnover. 

• Net flows out of the fund 
force selling which creates 
turnover which impacts 
Statutory Net Income. 

$5,000,000 

$4,500,000 

$4,000,000 

$3,500,000 

$3,000,000 

$2,500,000 

$2,000,000 

$1,500,000 

$1,000,000 

$500,000 

$0 

I I 
• Status Quo 
• SB128IHB245 
• SB114/HB303 
• HB224 

;I;> 

Statutory Net Income 
(Annual Realized Capital Gains and Income) 

;:;;, 

• Over time the higher market 
value will ultimately dominate 
and create higher Statutory 
Net Income. 

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

• Over shorter periods selling 
can create anomalies. 

Callan Knowledge. Experience. Integrity. 

Statuto r y Net ln c.c. 1111:: 

2016 
2017 
2011 
2011 
2020 
21121 
2022 
2023 
2024 
2025 

5-YearTotal 
10-YearTOCIII 

StJtus Quo 

$1,840,654 
$1.851,1146 
$2,183,460 
$2,481,876 
$2,790,066 
$3,096,080 
$3,421,778 
$3,743,941 
$4,060,974 
$4,374,378 

$10,957,903 
$29,855.054 

SB128 /H8245 S811-l HB 3C•3 HB224 

$1,640,654 $1,640,654 $1,640,654 
$1,814,501 $1 ,905,251 S 1,1182,215 
$2,322,078 $2.218,210 $2,152,887 
$2,602,864 $2,502,428 $2,435.034 
$2,882,919 $2,762,412 $2,696,951 
$3,119,814 $2,993.081 $2,933,668 
$3,358,539 $3,209,829 $3,159,740 
$3,570,726 $3,418,428 $3,381 ,793 
$3,761,140 $3,619,057 $3,597,312 
$3,938,838 $3,810,448 $3,805,542 

$11,263,018 $11,028,955 $10,887,741 
$29,010,075 $28,079,779 SZT,765,797 

16 



Projected Additions to Reserved Principal 
Reserved Oil Revenue plus Appropriations :P 

• Each of the proposals 
eliminates the annual "inflation 
proofing" appropriation to 
Reserved Principal. 

• Status Quo preserves this 
tradition. 

$1 ,800,000 

$1,600,000 

$1,400,000 

$1,200,000 

$1 ,000,000 

$800,000 

$600,000 

$400,000 

$200,000 

$0 

• Status Quo 
• SB128IHB245 
•SB114/HB303 
• HB224 

Additions to Reserved Principal Balance 
(Dedlcatad 011 Revenue Plus Appropriations) 

• This allows the proposals to 
make larger distributions from 
the Fund while still maintaining 
a relatively healthy Earnings 
Reserve balance. 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

• All three proposals still 
contribute 25% of oil royalties 
to Reserved Principal each 
year. 

Callan I Knowledge. Experience. Integrity. 

AcJ cl 1t1 0 11 s to R•?s=: r. ie cl 

Pr111 c 1p al 
201& 
2017 
2011 
2011 
2020 
2021 
2022 
2023 
21124 
21121 

S.Ya•Tot.111 
10-Y .. Talll 

StJtus Quo 

$334,679 
$1 ,215,818 
$1,278,538 
$1 ,335,508 
$1,351,885 
$1 ,3811,078 
$1,397,643 
$1,4011,572 
$1,419,852 
$1,433,414 

$5,516,240 
$12,558,798 

SB12B/HB245 S8 114HE:. : u : HB224 

$334,679 $334,879 $334,679 
$272,388 $272,3811 $272,388 
$302,037 $302,037 $302,037 
$325,541 $325,541 $325,541 
$314,155 $314,155 $314,155 
$317,282 $317,2112 $317,2112 
$300,942 $300,942 $300,942 
$282,178 $282,179 $282,179 
$288,870 $288,870 $288,870 
$251,548 $251,548 $251,548 

$1,548,1110 $1,548,1110 $1 ,548,810 
12,887,1141 12,887.641 12,887,841 

17 



Deterministic versus Stochastic Results 
Introducing Volatility 

• All of the results so far have assumed median capital market outcomes. 

• 10 years of earning exactly the same return with exactly the same inflation level is 
unrealistic and masks the potential impact of volatility on the system. 

• Monte Carlo simulation allows us to explore 1,000's of different capital market outcomes, 
each with a reasonable level of volatility, and understand the range of potential 
outcomes. 

• I will present a brief demonstration at the meeting to illustrate some of the capital market 
paths so that Board members can get a feel for how the process works. 

• Three variables are used to evaluate and understand the differences between the 
proposals in the context of market volatility: 
- Ending Real Market Value after ten years. 

- Cumulative Distributions over ten years. 

- The probability of the Earnings Reserve limiting the planned distribution in any one year. 

Callan I Knowledge. Experience. Integrity. 18 



Probability of Encountering an Earnings Reserve Limitation 
Inflation Adjusted Market Value 

• The Earnings Reserve 
Account can place a limit on 
distributions if the 
cumulative effect of 
distributions, appropriations, 
and realized and unrealized 
losses reduces its balance 
below that of the planned 
distribution. 

• The legislative proposals are 
not significantly more likely 
to hit up against a limitation 
than the Status Quo. 

• This shows the probability of 
hitting a single limit in 1 O 
years. 

• In worse-case outcomes 
distributions can be limited 
in multiple years. 

- - --- ----- --- - -

Callan ! Knowledge. Experience. Integrity. 

:,::, 

31% 

30% 

29% 

28% 

27% 

26% 

25% 

24% 

23% 

22% 
Status Quo 

Probab1l1 ty o f HlttlllCJ 
an ER L11111t 

Percent Probabllty 

;I; 

Percent of Trials Encountering ER Limit 
(Probabllty of One Limit In Ten Years) 

SB12BIHB245 S8114/HB303 

St:.i tu s Ouu SB128 /HB245 SB 11.; HB 303 

25% 30% 25% 

- - - -- - · . - · - ·- ·- ··---- ·-

HB224 

HB22..l 

25% 

;,::,, 
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Range of Cumulative Distributions through 2025 
Nominal Dollars ""' 

• All of the proposals result in 
higher cumulative distributions 
under most circumstances 
relative to Status Quo. 

• The big gap between 75th 

percentile and 90th percentile 
represents the impact of the 
Earnings Reserve limitation 

• The range of results between 
S8114 and HB224 in this 
dimension is relatively small. 

• S8128 generates higher 
distributions in most cases. 
- Baseline distributions to 

Government Fund are higher; 

- Earnings Reserve Account 
receives additional oil revenue of 
approximately $1.2 billion 
annually. 

Callan ' Knowledge. Experience. Integrity. 

$45,000,000 

$40,000,000 

$35,000,000 

Range of Cumulative Distributions through 2025 
(Total Distributions, Government Fund and Dividend Fund) 

~ 

$30,000,000 

$2s.ooo.ooo L - - _ _ , ______ I 

$20,000,000 

$15,000,000 

$10,000,000 

$5,000,000 

$0 

Cu 111 ul J t1 vc 10 -YE- J r 

D 1str 1hut10 11 s 
&Ill Percentile 
21th Perc:enlll 
.. dlan 
71th P9rcenlle 
91th Percentlle 

Status Quo 

S tJ tu s Q u o 

$29,105,713 
$19,753,057 
$14,487,974 
$9,782.045 
$4,431,591 

SB128/HB245 SB114/HB303 HB224 

SB1 28/HB245 S811 ..t HB30 : HB224 

$39,113,299 $30,452,479 $28,886,662 
$37,355,978 $25,811,075 $24,489,751 
$35,943,879 $23,103,842 $22,034,081 
$33,758,625 $19,815,913 $19,007,454 
$22,541,113 $9,798,988 $9,563,227 

- ---- --- - -- ·-· ----
20 



Range of Ending Real Market Value, 2025 
Inflation Adjusted Market Value 

• Relative to FY 2015 Ending 
Market Value of $52.8 billion, 
Status Quo and HB224 have 
highest probability of 
preserving or growing real 
market value. 

• Differences between the three 
legislative proposals are 
relatively small in this 
dimension. 

• S8128 has the highest upside 
due to the fact that 
contributions can only grow by 
inflation even during strong 
sustained bull market 
environments. 

• Distributions for all other 
approaches are based on past 
market returns. 

·-·. ·- --- - - ---

Callan I Knowledge. Experience. Integrity. 

,'li:> :,;:, 

Range of 2025 Real Ending Market Value 
(Inflation Adjus1Bd to 2015 Dollars) 

$120,000,000 -r--------------------------

$100,000,000 

$80,000,000 

$60,000,000 

$40,000,000 !-·' -
$20,000,000 ------------------------

$0 -------~-----------.....-------, 

R,:.,a l Encl111u Milr~ E: t 
Va lu e 
llh Pen:antlle 
21111 Pen:enlle 
Median 
71th hn:enllla 
95th Pen:entllll 

Status Quo SB128/HB245 

Status Quo 

$106,883,281 
$77,514,675 
$81,660,630 

$47,918,210 
$35,168,091 

' 

SB128 /HB245 

$110,017,638 
$89,982,189 
$50,850,570 
$37,771,110 
$28, 165,335 

SB114IHB303 

SB 11.tHB3C~, 

$100,950,717 
$67,325,268 
$51,381,837 
$38,817,291 
$28,500,577 

. - --- - ·---- --

HB224 

HB224 

$102,332,821 
S88,399,378 
$52,367,652 
$311,285,737 
$29,012,994 
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.• A Path Forward 
... 

We need a plan to address the proble 

n the size 

vs. wants J)~ltJ I 

4) Be enduring to allow maximum use ofte!ur wealth over 
rJ-r-<.J,·...,_, , . 

generations so that benefits and burdens .. are shared 
5) Be Simple and Easy to implement F¥ 2 



.• Defining the PJ:c)b .. lem 

6,000 

5,000 

en 4,000 
C 
0 

E 3,000 
Yt 

2,000 

1,000 

0 

A'laska's Fiscal Situation This Year (F-Y16) 

VVhat we are spending How we are paying for it 

• From our savings 

- Other revenues 

• Oil revenues 

3 
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• .. 

" 

' ', 
" 

Other Optio.ns? 
t 

All Use the Permanent Fuficl 

What else could we do? 
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• ~ Other Options? 
' f 

the Pe~rnJanent Fund? 
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.• Other Options? 

', 

UGF for FY17 (status Quo) 

Royalties $BOOM 
Production Taxes $200M 
Other Taxes $BOOM 

Total $1,800 M 

\ 

.~Ant to match 

• 

Total= S-.'9! 

7 



.• Other Optio:ns? 
' 

• All 3 proposals: 
1,. ,1,,.'la; ~-. 

• Callan does not recommenq ~~eed{ng m 
for the PF · ~ ,_, 

sset reallocations 

• Though it is something for the APF€ .. to I 
• The Fund should remain viable 
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Inflation 
Proofing 

Royalties 

\ 

30% 

Dividend 

Current Cash Flow 

C 

% of 5-year 
Average 

Draws as 
Necessary 

, to Fill 
':. I,.. 

', Deficits 

' 
CBR 

9 



II) 
>

 
V

, 
... 

a: 
n, 

n, =
 .... ·-

II) 
V

, 
·
-

u 
m

 
3: 

V
, 

L
I. 

·
-

u 
cu 

0 
ii; 

n, 
u .... 

C
 

'-
cu 

C
 

z 
; 

; 
; 

; 
~
 

~
 

0 
-u

. 
.c

 
Cit 

>
 

:?! 
3 

ta 

0 
n, 

u 
0

. 
'-
C

 
"'C

 
?le. 
a.n 

CIJ 
Ir 

Cit 
0 C

. 
0 '-
C

. 
~
 

-
P

it 
P

it 
"'a 
C

 
cu 

cc 
"'a 
·s; 

V
) 

·-Q 



. SB 114Dividend and GF Scenarios .. 

.-.. 
' Scenario 1 t 

Oct 2016 Dividend at Status Quo 2016 Royalties Swap Occurs 

Dividend= $2,000 Dividend= $1,023 

POMV (net increase)= $1,269.3 Million POMV (net increase)= $1958.4 Million 

• This Cuts the Deficit by 1/3 • This Cuts the Deficit in HALF 

Difference: $700Millio 

11 
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~· SB 114Dividend 

Dividend Check Dividend ,Check 

$2,500 ,----,-----,--....----...---,----,-----.--....---.-------,JI $2.SOO .----,-----.--....---,---,----,-----,--....---,--~ 

$2.0IIO • I II ~ ~ I 11 ... 1xA. ..... ..,.p,.h!, I 1• s2.ooo 

si.soo I I 1' I I I I I I I I II S1.soo i----t---- --1-----1----t-----1a-t---t----i------i1---------1 

$1,000 I I - - _..,_ - I I I a I I I 

~00 - --+---+----+----+----+-----+-<- --+----+-----+---~, 

soLa ' • ' • : W r W ' W r • r • ; • : •_j 
A'16 A'l -8 ffl!) FY20 FV22 FY:D fV24 M5 

Scenario 1 
Dividend held harmless 

$1.000 I I SB11T4 I I I • I 
4 I -.-! 

$'SCIO 

soLa · • · • I . ' W I I .. .. , • •• FYUi, A'U fY20 FY21! FY22 FY:D m, ms 

rio·· 2 
rs in 2016 
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~· Addressing Vola:tili.tV · 

• POMV i5 a variable payout 
tility arises due 1 

• Solution: ' 
• "payout m 

• after pro 

• "x%" could be "110%" or "120%"= 

14 



~· Addressing Inflation Proofing 
' ~ •. ..J!.A'f}.""l~ .. 

"' C 
0 

$1,200.00 

$1,000.00 

~; 
$800.00 

!§ $600.00 
~ .,,. 

~ istorical Inflation Proofing Transfers 

.~---·-

--- -· ·-- ---· --- -----

. - I 

···- -- - .. ~ 

$400:00 ---

$200.00 

$-
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 

Total= $16,235.5 Million 15 



,. 
Addressing Inflation 

' C 

Callan's Est. Return on Perma 
.. 

\ 

' 

Is this sufficient for lriflati.o,n Proof1 
Is it considered inflation Proofing when noftransferr Corpus of PF? 

16 



• ~ Addressing Inflation 
t. 

• 
\ 

' .. 
" "When total val'ue ~o ... .. 

amount of four (4) times tn-e ·c 
' I 

transferred to the principle-of tlie 

eds tlie target 
e excess shall be 

proofing." 

17 



l'he Cost of ~oi~g ~ ing/ 
., 

• 
\ 

• The longe'r-.we wait to act 
' • The low~ are our 

reserves -,.., 
• The higher the risk 

Failure 

• A lower reserve balance 

18 

• Simply takes away 
choices we have to fill 
the deficit 

St,at 

Reserves 

a !flll • a1 11 
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~ 

Budget Reserves 
$16)1(X) ~ -~-~-~----..------.----,--~---,-------, 

$1~ 

$12,00) 

$1Q.OO) 

$11,000 

$6,00) 

$,4))0) 

$2,00) 

$0 
FYtG FY17 FY18, FY19 f\':20 J.Y21 l'Y22 FY23 M ~ A'2S 

SB114 
Scenario 1 

$12.,i]OO 

$10,IXIO• 

sa.cm 

$fl,.C)Q(l• 

$.,000 

$ZoQO• 

$0 

• saA • ca:1 lleiA 
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' SB 1.14_;_ 
The, N .. 

• 
\ 

• Adds u·fl. to $2Billion to,·t 
' 

• Guarantees 

to do so) 

,· 'll'--"':....,.i 
:... · ... _~J;.';J,. ,._ . ~ -. 

• Reduces Volatility in the Bifdget 

• Grows the Permanent Fund 

• Maintains buying power in the corpu.s1:of 

• Maintains downward pressure on state .sp 21 



SB ~·1.14: Alaska's 
Gltpe Path t ' 

\ 
't, 

', 
' 
~' 

-\ 

' 

Right now we have options 

.. 

The Cost of inaction is to loose those options 

22 



Annual 
Petroleum 
Revenue 

Annual 
Petroleum 
Revenue 

Annual 
Spendina 

D1v1dend General 
Fund 
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Annual 
Petroleum 
Revenue 

Annual 
Spendina 
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\ 

• The longer,we wait to act 
' • The lower are our 

reserves ~ ., 
• • The higher the risk 

Failure 

• A lower reserve balance 

2 

• Simply takes away 
choices we have to fill 
the deficit 

_.. 

Budaetleserves 
$16BIJI 

$111.liil 

$1 

Reserves 
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s · ---
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' t, 

In FY 19 The choice will be made to fund Dividend OR Deficit 

$1~1 1 I I -/- 1 -r------ 1, 1 1:q 

$LOl!J1 ·• ---+----+----+---

~(i}I 3 



·-I 
' . 

l/) I 

0
\ 

u Q
J 

.£
: 

~
.- , -. ...... 

I~
-
-

I 
-

-
-
-

-
-

0 
~
 

~
 

i---r---:---+
--+

--+
--+

----==i:===i 

~ Q
I 

:G 
i------1

---+
---+

--+
---+

-~
==i::=

=
i 

er: 
! 

i-
-
-
1

-
-
-
-
+

-
-
-
+

-
-
+

-
-
+

~
::::=

I 
'a

 
::, 
m

 
, 

IB
r· 

I 

-~
:_

 
I 

!(I 
c:: .. 2 ~ 

~
 

2 "" 
0 

~
 ·-

i;J 
~
 

I.. 
c:: 

ta 
~
 

cc 
C

 
c:: 

V
) 

CIJ 
411 

u 
e 

V
) 

OQ 
... c:: ,. ... c:: IO

 

~ 



• ~ 

~ .. 
t • 

Inflation 
Proofing 

-· 

Royalties 

\ 

30% 

Dividend 

Current Cash Flow 
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~ . ·.,,.r 

Investment 
Earnings 

% of 5-year 
Average 

-_, 

Less 
Volatile 
Revenue 

Draws as 
Necessary 

, to Fill 

', Deficits 

' 
CBR 
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• ~ 

~ .. 
f ~ 

74.5% of 
Previous 

Year's 
Royalties 

-

SB 114 Proposed Cash Flow 

\ 

25% 

Dividend 

-

f 

5%POMV 
Draw 

Less 
Volatile 
Revenue 

Draws as 
~ Necessary 

, to Fill 

', Deficits 

' 
CBR 

6 



• ~ 

~r 4-issues identifie 
... .. 
f .. 

' ', 
' 

f 

-
' 

1) 5% vs. 4.5% POMV 
2) Inflation Proofing 
3) Lack of review oversite 
4) Spending Limitations 

1.4 -
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• .. POMV Payout 5% vs. 4.5% 
Section 3.~ eage i, Lin·e 26~ -~ 

"" • 

Both are standard POMV amounts 

5% - greater stress on the balance of the ERA 
Advantage= Greater payout in the next few years 

Disadvantage= 1) Less available cash in tight years 
2) Slower growth of the PF 

4.5%- Greater stress on the balance of the CBR 
Advantage= 1) Slower draw down of ERA- greater rate of PF 

growth 
2) IF PF grows sufficiently, the total payout can be 
higher sooner than under a 5% mechanism 

Disadvantage= Smaller payout in next few years 
9 



.• Addressing Inflation Proofing 
.. _, 

.... 
' f 

f .. 

-\ 

Calla it's Est. Return onrPermaHent Funrl Investments = 
=>. '1:,1,i.. ~ .. ' '· ' . ~ 

" 
t 

+ 

6.9% 
4.5% 

To the Corpus of the Permanent Fund = 2~~ "~' Royalties 
Total Royalties $961M3f i ~~%= $240M 
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.• Addressing Inflation Proofing 
.. 

-· _,.. -T 

~ 

In tl,e CS for consideration inflat19n p·roofinJt\i5 addressed in 

't 
' ', 

' 

Section ~·."Pageu·3)-tines 13-23 . ··-

\ 

Inflation proofing amount is calculated by the following: 

"multiplying the amount available for distribution for the previous fiscal year under AS 
37.13.140(b) by four and subtracting the product of that calculation from the balance of the 
earnings reserve account on June 30 of the pervious fiscal year." 

I.e.-

If the value of the Earnings Reserve Account is more than 4 times the maximum draw allowed 
(4.5%), the excess can be transferred into the principle of the Permanent Fund. 

This transfer is subject to legislative approval 

11 



• .. 

~ 

' f. 
Sectiont 7. Page i4 

Each year on or before January 30 
The commissioner of revenue may consult with the Permanent Fund board and recommend 
• Adjustments to the percentages of money appropriated to the dividend 

Each year on or before January 30 
The commissioner of revenue Shall provide a legislative report that: 
• Evaluates the sufficiency of the assets in the ERA 
• Evaluates the amount projected to be distributed to the General Fund 

12 
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• .. Revenue Li-mitati\ons 
SeG~ion 3. Pages ~' Lin\e 2,i "t ,hi u Pagei~, Line 2 

~ 

Section 3 
Creates a limitation on how much can be drawn from the ERA in the event that oil production 
taxes are sufficient to balance the budget 

"The amount available for distribution may not be less than zero and equals 4.5% of the 
average market value of the fund, including the ERA, for the five fiscal years immediately 
preceding the fiscal year just ended, reduced by an amount equal to the production taxes over 
$1Billion received in the fiscal year just ended." 

• This improves the sustainability of payouts from the ERA 
• Reduces the risk of increasing spending in high years of petroleum revenue 
• This reduces the volatility in the budgeting process for UGF expenditures 

13 
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• ~ Revenue Li-mitat:i,ons 
- .,.,..r ~' 

SeG~ion 3. Page 2~ Line§ 2,i "t ,hi u Paget~, Line 2 
f ~ - .. -

$ Billions 

• For Oil revenue over $1 
1 Production POMV Draw PTandPOMV 

is a corresp~onding redu , .. 
of the POMV draw Taxes (PT) {4.5%) Draw 

I 

.,...._____,,, 

I $0.5 $2.25 $2.75 

$1.0 $2.25 $3.25, 

$2.0 $1.25 $3.25 

$3.0 $0.25 $3.25 

$3.5 $0.00 $3.50 

$4.0 $0.00 $4.00 
'· 

$5.0 $0.00 $5.00 

13 



• • C~nclusion/S~m~~-MY 
~ f 

' ' 

The~e change reflect comment~ and concef~s"fvolced by 
'·i 

.. Co:ltea,gues , r <, ~ 

N.ei·ghbors 't, 
The Public 

', 
~ 

• A 4.5% POMV is more sustainable and i>'uts less pressure c,n·the ER~ 
• Though a POMV is often viewed as self inflation proofing­

• It is important to have a specific mechanism layerecl·~>1J t6p\of}f hat to ensure stability 
\,I,~ ~I . '1 I ib .i#" 

to the Permanent Fund corpus 
• A review is a simple way to ensure that the mechanisms we p·4l,l~i g 

1

place are working 
correctly, and that there is room for adjustments as needed 

• The Revenue Limitation provision helps prevent rapid growth an[ W sible contraction of 
state spending following high oil prices. ,~ :,_ \ • 

14 
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Distributed by the SSTA Committee for SB 114, at the request of Sen. McGuire: . . 

''2004 Resolution of the Alaska Permanent Fund Corporation Supporting POMV" 

ALASKA PERMANENT FUND CORPORATION 

RESOLUTION OF THE BOARD OF TRUSTEES OF THE ALASKA 

PERMANENT FUND CORPORATIQN RE-AFFIRMING THE BOARD'S 

COMMITMENT TO A CONSTITUTIONAL AMENDMENT ESTABLISHING A 

PERCENT OF MARKET VALUE ("POMV") SPENDING LIMIT 

METHODOLOGYFORTHEALASKAPERMANENTFUND 

RESOLUTION 04-09 

In December 2000 and again in April 2003, the Board of Trustees ("Board") expressed by 

resolution its view, as the body with fiduciary responsibility for the management of the 

Alaska Permanent Fund ("Fund"), that adoption of a constitutional amendment to limit 

spending from the Fund by use of a "percent of market value" ("POMV") formula was in 

the long-term best interest of both the Fund and the people of the State of Alaska. In both 

resolutions (Resolutions 00-13 and 03-05), the Board encouraged the Legislature to 

consider and approve a POMV amendment that would permit an annual payout from the 

Fund of no more than five percent of the average market value of the Fund over a prior 

five year period. 

Such a proposal was introduced during the now-concluded 23rd Legislature, but was not 

approved for presentation to the voters at the upcoming general election. The Board 

appreciates the support given this POMV proposal by Governor Murkowski and the 

support by the Legislature. 

Despite the failure of the Board's POMV proposal to be placed on the 2004 general 

election ballot, implementation of a constitutional POMV spending limit for the Fund, 

with the accompanying benefit of assuring permanent inflation proofing of the Fund, 

continues to be a high priority policy goal for the Board. 

NOW, THEREFORE, BE IT RESOLVED by the Board of Trustees that the Board 

reaffirms its commitment to a constitutional amendment that provides for protection of 

the Fund by application of a POMV payout mechanism. 

Resolution 04-09 
Page 1 



. .. 

BE IT FURTHER RESOLVED that the 24th Legislature of the State of Alaska, in 

consultation with the governor and the Board, is again urged to consider and approve a 

proposal for a POMV spending limit. 

• PASSED AND APPROVED by the Board of Trustees of the Alaska Permanent Fund 

Corporation this 21st day of September, 2004. 

ATTEST: 

Isl Michael J Burns 
Corporate Secretary 

Isl Carl Brady, Chair 
Board of Trustees 

Resolution 04-09 
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